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Toronto, Ontario, 
lionday, August 27th, 1951, 
At 2.30 o'clock p.m. 


---The further proceedings of this Committee re-convened 


pursuant to adjournment. 
---All parties present (excepting i.r. Villeneuve). 
---Same appearances as heretofore noted. 


THE CHAIRMAN: Gentleman, we will please 


come to order. 


CHARLES P. McTAGUE, 
A witness previously heard and now recalled who, having 


been already sworn, continues his testimony as follows: 


THE “'ITNESS: Mr. Chairman, as we stated we 
would, on Friday, I have here copies -- there are 
nine of them -- of the Extradition Treaty, which was 


not ratified, and was withdrawn in 1942. 


Digitized by the Internet Archive 
in 2022 with funding from 
University of Toronto 


https://archive.org/details/31/61114661473 
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EXHIBIT NO.133: Extradition Treaty 
unratified and withdrawn, 
1942, as produced by the 
witness i.cTague. 


THE VITN&SS: Then you may recall that 
reference was made to a brief which was presented 
at that time setting forth the functions of the 
security dealers at that date, in respect of it. 
We tried to procure some additional copies, but 
unfortunately we have been unable to do so. LIvidently 
it is out of print, and we just could not get it. 

I may file the copy with the secretary, but 
it is the only copy we have. 

EXHIBIT NO.134: Copy of Brief as 


produced by the witness 
hicTague. 


BY MR. JOLLIFFE: 


Q It ought to be returned to you when we 
get through with it. 
A I think it will be all right. We would not 


worry about that, lir. Jolliffe. 


THE CHAIRMAN: Have you any further questions, 


ir, Jolliffe? 


MR. JOLLIFFE: Yes, iir. Chairman. 
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BY i.R. JOLLIFFE: 


G I would like to ask you, in view of your 
great exverience in these matters, whether you have any 
comment to w.waake on the apparent divergence of the Ontario 
Legislation from that of the other provinces? 

4s I understand the history; the other 
orovinces modelled their legislation on the old Ontario 
«ct. Then Ontario seems to have turned it down, and 
wrote a new one, which diverges somewhat and the other 
provinces have not followed it. There may be some 
special reason for that. I wonder if you. would care to 
comment on it. 

A I shall try to give you the background, det 
understand it, ir. Jolliffe. 

The 1937 Securities Act was an Act that did 
not -- how shall we say? -- Have any particular 
philosophy back of it, beyond this; tuat it did put 
into the hands of the Commissioner -- and there was only 
one; it was not a Board, as itwas subsequently -- 
broad and almost bureaucratic powers with respect to 
who might be registered, and whether an issue would be 
qualified or not, and there was not anything back of it 


beyond putting the administration of the whole securities 
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business into the hands of one man, 

If you would read from the report of the 
Royal Commission, which I think must be procurable 
-- that is, the Urquhart Commission --~ you will notice 
that following the report of the Urquhart Commission, 
the 1945 Act was drafted and subsequently passed. 

The basic philosophy back of the 1945 Act 
was quite similar to that behind the Securities and 
Exchange Act in the United States, namely, that full, 
plain and frank disclosure was made compulsory in 
respect of a prospectus, and the one-man Commissioner 
form was changed to a Board of Commissioners, under a 
Chairman. 

I would say that, generally speaking, the 
1945 Act tended to lay down the rules in fairly 
definite terms, upon which the people would act, and 
also in connection with which any administrative 
committee would be bound. I mean, the tendency in 
the 1945 Act was to take away the arbitrary power 
which existed in the 1937 Act, in the hands of one 
Commissioner, and it did make provision, I think very 
much along the lines of both the S.E.C. and of the 


English Companies' Act. In other words, people were 
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assumed to be twenty-one. For the purpose of the Act 
they were deemed to be sane, and, therefore, the 
proposal was that they should be given the opportunity 
to become acquainted with all that there was to know 
in connection with the securities business, before 

the purchase became good, and, as a matter of fact, 
there were powers of recision in case it might be 
shown there was not full disclosure, and, of course, 
later on -- in the 1947 Act -- there were sanctions, 
and so on, 

I would say that the 1945 Act in Ontario 
moved more into line with what was considered good 
theory and philosophy in the United States Federal 
Act, and also as far as the inglish Act was concerned. 

Now, it is quite a natural thing, lr. Jolliffe, 
for somebody administering an Act of that kind, ruling 
the destinies of people engaged in securities distri- 
bution, to rather resent having certain rules laid 
down which just restrained him, as well as anybody 
else, from being arbitrary about it. 

Under the 1937 Act, -- and I think in all 
the Acts in Canada; I mean, the provinces other than 
Ontario -~ the Commission does not have to give any 


reasons for their action at all; in other words, if 
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they think a security is not good, that is "out", and 
that is the end of it. 

Frankly, I do not like that kind of legis- 
lation, because i do not think any one tian in any 
province is good enough for that. I certainly would 
be the first to admit I could not do it, and I would 
not want to do it, and would not want to tackle it, 
in that kind of legislation, They have retained it 
pretty well. There have been changes made by some 
amendments in the Quebec Act which perhaps, in some 
respects, goes further in away, and perhaps puts a 
heavier onus on the security dealers in certain situa- 
tions, that is, where it turns out that people are of 
a kind and type where they are easily imposed upon, 
and so forth, 

Outside of that, the other Acts remain prettv 
much as a pattern of the 1937 Act. 

The 1937 Act was discarded, and I can only 
try to analyze it from the point of view of what took 
place. 

You will find I had some experience with 
this myself when I was on the Court in that connection 
and under the 1937 Act the Commissioner was, in reality, 


in my opinion, more or less usurping the powers of the 
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Court in that certain situations came up, and they rer 
taking a view and laying down the law in a way that if 
you did not turn back so many shares into the Treasury, 
they would be prosecuted, and so on. 

Then there was a tendency to say there was a 
violation of the Act, or of what the Commissioner 
thought was the right thing to do, or an offence under 
the Act, but if you made restitution, it was forgiven, 
and so on, 

You will find sufficient hints of that, I 
think, in the Urquhart Commissions report which indicates 
the changed philosophy which was on the move at that 
time. Although I will be quite frank about this; the 
government of the day did not take the Urquhart Commis- 


sion's report wholeheartedly and implement it at all. 
BY wR. JOLLIFFE: 


Q That report was primarily a report on 


mining in Ontario? 


A That is right. 
Q And not primarily on the securities industry. 
A That is right, but it was the mining industry 


in relation to securities. 


The 1945 Securities Act followed from it, but 
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it did not implement entirely a great many of the 
Cen ASCE which the Commission made. It tended 
to -- not only “tended to", but did make provisions 
for the safeguarding of securities purchasers, and 
that, I think, if you read the Commission's report, 
you will find, did not go as far as the Act did in 
that regard. 

Q With reference to the powers of a single 
Commissioner under the old Act; there was an amendment 
in 1941 which provided for a Board of Review, the 
judge of the Mining Court, the master of the Supreme 


Court, and the Deputy isinister of i.ines? 


A That is right. 

Q Had that been proclaimed when you were the 
Commissioner? 

A Oh, yes, it had been in use, Mr. Jolliffe. 


There had been reviews under the 1937 Act. There 
were not in my time, because I was only the Commissioner 
under that Act, Ss a formality, for about two weeks 
until the other Act was proclaimed, so no actual 
reviews took place during my time, but there were 
reviews before that. 

Q And there was provision for an appeal to the 


Appellate Court? 
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A I do not remember that. The reviews made 
under the 1945 Act, and the reviews which take place 
now, are almost entirely confined to the taking away 
of some registration, or something like that. 

Q I think Lr. Lennox told us that all the 
hearings of the full Commission in his time, except 
one, related to disciplinary action? 

A That is right. 

Q The only exception was one involving a 
decision about the releases? 

A That is right. As I remember it, there was 
one involving a dispute about a release. 

@ What is the significance of that? You were 
going on to say something about that? 

A I was going to say that I do not think that 
the Board of Review which dealt purely with that type 
of disciplinary case -- and that is true under the 
1937 Act -- went very far toward considering arbitrary 
powers of the kind I have in mind. 

Q But there was a provision for an appeal to 
the Court of Appeal? The 1941 amendment did that? 

A I do not remember that, There is provision, 
of course, in both the 1945 Act and the 1947 Act, for 


an appeal to a judge of the Appellate Division, I 
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- have no recollection of there ever being an appeal 

in my time. I ae on the Court of Appeal at that time 
-- although I was in Ottawa most of the time -- but I 
do not remember a case coming before the Court of 
Appeal in that time. There may have been, but I do 
not know of it. 

Q No, I have no recollection of it. On the 
same point, ir. McTague; I am interested in the nature 
of the present appeal. I am speaking as one who is 
not an admirer of what Lord Hewart called "the new 
despotism", but, all personalities aside, it seems 
to me that the orovision for an appeal which permits 
an appeal from a tribunal of a chairman, to a Board 
presided over by the Chairman, on a decision which 
is being appealed, is rather an odd procedure, and 
rather against our judicial procedure, 

A Yes. When I came into that position and 
examined that particular section of the Act about 
the powers, and so on, and tie decision of the 
Chairman being subject to review, and really subject 
to veto by two other people, I did not like it very 
much, But, still, at tne same time, while I had that 
fear of it, in actual practice it worked very well. 


You are talking now about the review of the Chairman's 
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decision by the full Commission? 

Q Yes. 

A I think it is like what you get in regard to 
the appeal procedure in the courts down in the lLaritimes, 
for instance -- 

Q In Nova Scotia? 

A Where you occasionally have the judge who 


has tried the case, sitting in appeal. 


Q But they sit as equals? 
A Yes, 
Q They sometimes have five Nova Scotia judges 


sitting on a footing of equality in an appeal. 

A And one might have been the trial judge. 

Ct was not speaking alone of Nova Scotia, but in New 
Drunpwick and Prince Edward Island. It is always 
l1ifficult in Prince Edward Island, because there are 
only three, I believe, 

Q I believe the same is true in Newfoundland, 
but that is a little different than this case, where 
we have, in effect, an appeal to a tribunal presided 
over by a gentleman whose decision is being appealed, 
and associated with him, as he presides over the 
appeal, are two junior members of the tribunal. 


I can see two points involved, One is the 
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very practical point that it might be embarrassing to 
him, and also embarrassing to the junior members of 
the Appellate Tribunal. 
But perhaps that is ese important than the 
principle of the thing. It seems to a to be wrong 
in principle. | 
I would say that I did not like the provision 
in principle, but during my time, in actual practice, 
there was only one decision out of -- I believe there 
might have been 200. It was not unanimous, as far as 


that is concerned. 
BY THE CHAIRMAN: 


Q@ Of course, the other two members of the 
Comnaission are public officials, quite independent 
of the Commission; one ig the master of the Supreme 
Court, avery high court official, and the other is 
the Deputy Minister of tines? 

A Yes. Of course, the Deputy uinister of 

liines brings a terrific strength to the problems which 
come before the full Commission, at least he did, for 
a person like me as Chairman, Risdon he naturelly 


knows 60 much about the mining activities, and whether 
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a property has got a chance. He has a very good 
knowledge of those things, in which I would be entirely 
lacking, and so would the Master in Chambers, I 
suspect, although, when iir. Lennox was there with me, 
I found his contributions very constructive, parti- 
cularly fro: the point of view that he had had so 
many of these hearings as Master, where there had been 
brokerage failures, and so on, in the days before I 
got there. 

A background of that kind, gave me a good 
deal of strength, and particular value for an opera- 


tion of that kind. 
BY }.R. JOLLIFFE: 


Q ‘What would you think of designating a 
judge as Chairman of the review or appellate body? 

A In theory it might be all right. A judge 
would naturally have the background and experience 
in presiding over hearings of that kind. 

On the other hand, I might also be somewhat 
inclined to go along the line some of my friends in 
the labour field, when a judge is supposed to preside 
over things there as a steady job. I do not know. 


I suppose it would depend on the judge to a large 





a 

wide : 
Ni ] ote ts 
Lae rie) 

i 
aR wise ys 
ary * i 
Pe Ber 
rane 

\ = 
oy Fy 

< 








aye on ot ee oy Hy np te saath ae ne t en ba eae 
evaded af todeem eid, Die ow os 


tw siedd, eaw xortosd |) ie oe. queda te wteaaaue ian 


bed bed adisedd wot Io tated sdv) pod sialic 


i ~ Bt 
a eee ve | : Waar? CO Ler er rere ane ar } ‘ ey 
agod Ded ertedd etolw sere oe Saniteer os halal to, ae 


SNe feSb Lo Anu GY ‘bYaaw Swit y 
th (eqoRn +o HetvEeRr sad 2S BE of a8 babu, a 
A.  SeRER Lae te wig t Vm FE ere sah ene ty 


MeqxS) Dia) DROW oS alt) Bara videmuaste bait vif i 


sony dee obi _adlot eae, vile pty 
A ae re er | . rin iti 

























Buen), 25 ‘wooReda) ead aod , 


a ‘ 


boo taeda et egnitit geons to 6 


tae os eek ro 


r 


. a 
c uy ey \ a ef 


AS 


Joumteioo. yey ert Lay strane ata pituo’. 8) 


{ Gite rescons i iy 





+ 


: 
\ 


at ality 


bu 


oe 
ae na nt ye ys REN are Py Hoek : 0 ha A etaane on hu 
PRD OS Eh AR! OM Ra Cone what »smiedord ial 
Te ey) i 
ee ond Po% Ni 
iy 
Om OVS, Di ios Big 26 Sour t08d A 
| e " ow TNL Pe eee <q yt ‘es ae os ony s : = bn 
ih sutav, detvue kogeq Dae dtgneige te tas 
= i 4 abe me in! Ure eo ee f : 
Vata JaALS we mots by a 
pay cope nna lee 8 tren ; 
Seb th ee hel Sky yee ‘ AF T ‘1 


“ae 


r 5 fA % Mt 


; My 
ai Hey 





NS 


otto ige to anti t aed 700) > gadniaon ® a 





ny a 


i A eile 


Ht pt peat obe 

BYy eit ci As 
1 Ray Hage Fly 3p & rsigae is 3 ia) oot a 
oc ONG Be waa pp Uae Wa i LEST TS Fide, Ot 





. 


s8 


ou 
st 


:. Mil . 


r 






fet Nat te mene i sroie Dis 








= en 


3009 licTague 


extent. I would not see any objection to it in 

principle, as far as I am concerned. It would have 
this merit, that it would be a real review, and then 
it might also involve the changing, mr. Jolliffe, to 


some extent, of the appeals, from the review. 
BY THE CHAIRMAN: 


Q It is not in the real sense, an appeal? 

A No, it is a review. 

Q I suppose the Chairman of the Securities 
Commission has considerable knowledge of the back- 
ground of the matter, which may not be within the 
limits of any formal evidence? 


A That is right. You have to have that in 


mind wien you are dealing with an administrative 
tribunal. 

I read a judgment on this at one time, lr, 
Jolliffe. JI have forgotten the name of it, but it 


had to do with the Police Commission in Toronto, 


THE CHAIRMAN: Mir, Jolliffe probably knows 


ST if te 


THE WITNESS: But the operation before an 


administrative tribunal is entirely different than 
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one before acourt. 

Reviewing a Police Commission, for instance, 
who is dealing with whether somebody is going to get 
a license for a slaughter-house, or whether he is not, 
they have so many opportunities, and tney find out so 
much and they know so much about the neighbourhood, 
and all that sort of thing, that I do not think you 
can conduct these reviews exactly on the basis that 
you would conduct a piece of litigation. They do not 
have a record, for instance. They do not have a trans- 
cript. Of course, we had in the Securities Commission, 
in the review, but it is a little bit different. 

You are undoubtedly familiar with some of 
the decisions of Chief Justice HXobertson, on some of 
these appeals. He has taken them all, as far as 7 
know. He did during my time, and I think he has con- 
tinued to take any appeals which come along. 

The general attitude of the court, as expressed 
in his judgment, is that you have in this Act a section 
which provides and makes it obligatory upon a Comnis- 
sion to take away some registration, when it is deemed 
to be in the public inbherest, so to do, That is a 


very wide proposition. 
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BY iR. JOLLIFFE: 


Q About as wide as it can be. 

A I do not know of anything wider, I think 
it is about Section 12. I am not certain of that. 
It is around there somewhere. 

The court is not going to substitute its 
judgment for that of an administrative tribunal in 
arriving at a conclusion on that proposition. 
Naturally, if you were able to show that the Board 
did not act ina judicial way, that it did not act 
fairly, that it acted arbitrarily, or that it did as -- 
well, let us say, did not act in the line of natural 
justice or essential justice, the court would 
undoubtedly interfere, but otherwise, if I read the 
judgments correctly, I do not think it would do it, 
Thet certainly has been laid down more than once in 


several of the appeals. 
BY THE C HAITRWAN: 


Q Of course, the appeal provided for in 
Section 30 is an appeal from the Coimission's ruling? 
A Yes. 


Q To a justice in appeal of the Supreme Court? 
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A Yes. 


iR. JOLLIFFE: \) hat Section is that? 


THE CHAIRi-aN:; Section 30 of the Act. 


THic WITNZSS: That is from the full 


Commission. 


BY THE CHAIRMAN: 


Q@ S6 the Comnission really is not the final 
word. 
A That is right, but under the law, it comes 


very close to ib, 


BY MR. JOLLIFFE: 


Q '‘ hat I am coming to is this. I agree 
that the Commission's powers are very great. Section 
8, is the present mmber. 

A That is in regard to "public interest"? 


Q Yes, it says: 


"The Commission shall suspend or cancel any 
registration where in its opinion such 


action is in the public interest." 
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On the face of it, you would tuink it is 
practically impossible to succeed on appeal in view 
of the wording of that section, but does it not arise 
that on occasion the court might find on the basis 


of the reasons given, that the tribunal below had 


proceeded on the wrong principle -- on the wrong 
footing? 
A Oh, that is conceivable, Put it this way, 


about the practical basis, that there have been 
quite a number of appeals, and on no occasion that 
I know of has the decision of the Commission been 
disturbed, It has never been upset, largely on 
the proposition that the court does not deem it 

to be its business to substitute its judgment for 
that of an administrative tribunal, which decides 
it is in the public interest. 

There could be reasons, of course, but naturally 
you realize it is almost a stereotyped phrase in the 
recent cases, that it is "deemedto be in the public 
interest", It is statutory. 

Q It would not surprise me if very few appeals 
succeeded in view of Section 8, 


A None has. 
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Q But, at the same time, it is interesting to 


notice that in Section 30, we find the following: 


"(3) The registrar shall certify to the 

Registrar of the Supreme Court of Ontario, 

(a) the direction, decision, order or ruling 
which has been reviewed by the Comsission; 

(b) the order of the Commission upon the 
review, together with any statement of 
reasons therefor; 

(c) the record of the review; and 

(d) all written submissions to the Commission 
or other material which in the opinion of 


the registrar are relevant to the appeal," 


A That is right. 

Q One of the difficulties with this administra- 
tive tribunal is that sometimes their reasons are not 
reasons at all; they are practically incomprehensible, 
or are superfjcial or inadequate, so you cannot tell 
what the bages for them are. 

I cannot say that is true with vir. Lennox, 
Some of his reasons have been quite full, but it has 
been characteristic of some of the other administrative 


bodies. But, from the point of view of a citizen whose 
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reputation may be at stake, it is a serious matter. 


THE CHAIRMAN: Of course, where the appeal is 
the last resort, the tendency would be to have better 


reasons than if there was no right to appeal. 
MR. JOLLIFFL: That is right. 


TH. CHALRiiAN: It may have that effect. it is 
& salutary thing to have a final appeal to somebody 
outside -- some independent official. Even though 
the appeals have never succeeded, that does not mean 
the provision for the appeal serves no useful purpose, 
A Oh, I think it serves avery useful purpose. 
I think it serves as a deterrent, as far as the Commis- 
sion is concerned, from acting arbitrarily, or anything 
of thatkind. No doubt about that. | 
I feel this way about ae Mr. Jolliffe; from 
my experience, I do know that when appeals get toa 
court where there is a judge of the appellate division, 
or any Supreme Court Judge, and gets to the Court of 
Appeals, if the matter is in appeal, there is always 
Lips ate ee of the people below a favs not produced 
reasons. 


Therefore, in my estimation, and I think also 
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in that of-i.r. Lennox, reasona are produced for every 
decision, because of the fact that that provision is 


in there, under Section 30. 
BY lL.R. JOLLIFFE: 


&% That is wholly desirable, do you not think? 


A Oh, yes, definitely I do. 


THE CHaiRi.AN: And the reasons in most cases 


are published? 
iiR. JOLLIFFE: Yes, they are now. 


RY MR. HOUCK: 


Q Suppose, lir. MeTague, I happen to be a 
broker-dealer, and have done something contrary to 
the Securities Act, and am duly called before the 
Commission and they cancel my license; who suffers 
the most? Do I or the shares of the company? Is 
that stock made an orphan? 

A That is one of the things you have to consider 

when the matter is put before you, Mr. Houck. 

I think that sometimes on balance you might 
find a technical violation of some particular »rovision 


of the Act, but nevertheless, the man who is before 
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you has been a man who has been constructive in his 
operations; he is putting money into the Treasury; 
he is giving the shareholders a "deal" and so on. 
I know that latter consideration, as far as 1 am 
concerned, has out-done the other one on occasion. 
I do not think anybody could give you a precise 
formula. Every case is a case in itself. 
Naturally, there is always a tendency -- 
well, I do not know about "tendency" -- but there 
is always a danger that two hasty action on the 
part of the Commission in certain situations may 
possibly result in harm to the shareholders, as far 
as their investments are concerned. And these are 
mattere which involve a question of judgment alone, 


in resvect of how they are handled. 
BY MR. JOLLIFFE: 


Q Of course, the Commission has to think 
not only of.those who have become shareholders, but 


those who may become shareholders in the future? 


A That is right. 
Q If that issue continues to be marketable? 
A That is right. 


Q I do not know whether you were here when 
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I think iir. Lennox indicated he nad changed some of 
his views about that, as a result of his experience, 
and now thinks it necessary to act, even though the 
result on the company and its existing shareholders 
may be deplorable‘ | 

A I do not know. I was not here. 

@ I would find it difficult to accept the 
general proposition, becaus. there has cone to your 
attention something that requires investigation, 
and there are things to be done in the first instance, 
in such a way as to perhaps jeopardize their interests? 

A I do not know whether I am at odds with him 


on that. I do not think so. 
BY THE CHATRiwalh: 


Q No. But where the violation is of sufficiently 
grave nature to make it in the public interest to prevent 
a certain man from continuing to sell securities? 

A Oh, yes. I thought you more or less had 
reference to this investigation ten took place 
with a lot of furore about it, and so on, You have 
to taekle head-on the matter of registration, 


whether it is in the public interests or not. 
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BY MR. JANES: 


Q Mr. McTague, do you think you are 
getting down to the root of the whole thing, that 
we must be more careful when these men get licenses 
to operate? If they were weeded out before they 
started to operate, it would be better. 

I am convinced there is not enough care used, 
I will go further and say that the B.D.A., as an 
organization, should clean it up, and I am not 
convinced they are taking their share of the respon- 
sibility. 

A One reason why Mr, Wismer is here is to try 
and convince you that they are really trying to do 
a job in that regard. 

Q But do you not think -- does it follow that 
we should say, expost facto, that something has gon. 
wrong, and, therefore, that fellow should not have 
been in business? You cannot always anticipate these 
things. I think during my time I was given credit 
for a wholesale clean-up. The Act contemplated it, 
and it was carried on on that basis, as far as that 
is concerned. 

As a matter of fact, I was attacked on the 


front page of one of the weeklies -- one of the 
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mining papers, editorially, every week for eight weeks, 
just because of that tendency or »ropensity, but 

after all, it is a human operation, and you cannot 
tell. 

I think naturally if you catch somebody doing 
an undesirable act, you have to take his registration 
away from him. JI think that has been done pretty 
consistently since 1945. There have been a lot of 
people admitted to the business who perhaps should 


not have been there. Ido not know, 
BY mR. HOUCK: 


Q Do you think from your past experience 
as solicitor for the Broker-Dealers, that the Act 
should have more teeth put into it? | 

A I do not know, Mir. Houck, where you can get 
more teeth, particularly. The Act is built up on 
the basis of experience. Ido not know that any 
new experiences are being undergone, which would 
suggest more teeth at the present time. 

et I told tir. Jolliffe on Friday, I flirted 
with the idea and put in a great deal of hard work 
in trying es find something I could recommend being 


put into the Act, with respect to this business of 
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people behind "fronts" and so on, Frankly, I did 
not know how to do that. It is when you get to the 
definition that you get into trouble all the time. 

Then, about the other thing; there may be 
somebody who is more competent than I to do something 
in that way. 

That is about all I can think of. It does 
not matter what you put in about the telephone busi- 
ness; it is a question of fact, as to whether a 
person calls, and what he says over the telephone. 

I do not think it makes any difference about amending 
the Act. 
Q Then I take it, Mr. icTague, as the Act stands, 


you consider it a good Act? 


A Yes, I do. I drew it. I was the father of 
the Act. 
Q I wanted to give you the opportunity of 


patting yourself onthe back. 


A Thank you. 


BY MR. JOLLIFFE: 


Q In connection with ir. Janes' remark, I 
think that we were all stuck by one of Mr. Lennox! 


statements when he was referring to the two front 
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men recently detected, and suspended or cancelled. 

He pointed out these two men were caugnt during their 
first and last issue. I think we were all struck by 
the fact that on the very first issue they were caught 
-- caught "right off the bat". Perhaps the Commission 
can take some credit for having investigated and 
making that discovery before it went any further. 

But it is also apparent tnat in obtaining registration 
these men successfully deceived the Commission? 


A That is right. 
BY MR. JANES: 


% Does a man undergo any test, or does a 
man come in "out of the blue" and start selling? 

A No. He has an application to fill out, and 
there is a provision for examining him. A good uniany 
of them have been turned down, Perhaps the broker- 
dealers' requirements are only complementary to the 
Commission's. They do not supersede the Commission, 
and the Commission does not rely on the broker- 
dealers, but the broker-dealers' requirements in the 
application are pretty stiff. 


In the case of salesmen who are coming in 


now -- and you will have this (indicating) before you 
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-- they are required to undergo an examination; they 
are required to undergo an apprenticeship, and so 
on, andi say this just aS an instance. I heard 
something to the effect of a wan -- out of nine 
ap»olications to our Broker-Dealers' Association, 


seven were turned down, 


MR, ISMER: Seven out of nine applications 


for broker-dealers. 
MR. JOLLIFFE: In what period of time? 
MR. ISMER: Since about the first of February. 


MR. JANES: Are all the broker-dealers members 


of the Broker-Dealers! Association? 


THE ' ITNESS: They are now, I think there was 
one, as lire Lennox indicated, which went through in 
error. 

Q It was suggested that after they were licensed 
and were operating, it was found out they had jumped 
bail in a case, to get away from a court case, and 
the law was after them there, but they ae up here 
selling securities. I tnink I am right in that. 


A I do not know, I knowdefinitely of one case, 


and that was a case of fifty thousand dollars. That 
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is why I remember it so well. The man's name was 
DePalma. The man was not rgistered here at the time 
he jumped bail, and had no chance of being registered 


at all. 
BY WR. GRUMMETT: 


Q Was he ever registered? 


A Oh, yes, he was registered here. 


BY luk. JOLLIFFE: 


Q Back in 1946? 
A During my time, his registration was taken 


away from him, 
BY THE CHAIRMAN: 


Q He had been registereu before? 


A Yes. 
BY iiR. JOLLIFFE: 


Q Was that on the general review, or a 
specific case? 


A On the general review, 
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BY Wik. GRULGETT: 


@ After he jumped bail, was he not regis- 


tered again? 


A He was not registered at the time he jumped 
bail. 

Q He never secured registration after he jumped 
bail -- in the United States? 

A No, I don't think so. He has not had his 


registration since it was taken away from him, about 


1946. 
BY IR. JOLLIFFE: 
Q Yet he is very active in the business? 
A Of course, 
BY MR. DO NER: 
Q Still active? 
A Yes. That is a promoter's proposition. 


You have promoters all over the place of one kind and 
another, After all, it is not a disgrace to bea 
promoter. Cecil Rhodes was a promoter, and there 


are other big people, 
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BY MR. DOWNER: 


Q Bb you not think it would bea good thing 
to have the promoters registered or licensed? 
A I do, but, hr. Downer, I do not know just 
now to describe a "promoter" in such away that you 
are going to get the ones you really want registered. 


It is a very difficult proposition. 
BY mR. JOLLIFFE: 


@ But there is a difference. There are 
promoters and promoters, wr. licTague. 
A That is right, and certainly that is the 


trouble. 
MR. DOWNER: That is what he said a minute ago, 
BY i:.R. JOLLIFFE: 


Q Rhodes was a promoter, but Ido not recall 
him ever having jumped bail. 

‘hat occurred to us was that most of these 
promoters seem to be men who cannot obtain regis- 
tration with the Commission. They were at one time 
registered, but are not now, and they have not a 


"snowball's chance" of being registered. 
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MR. DOWNER: There is nothing to do about it 


by taking action? 


THE CHAIRMAN: Unless they had some front, 
as hag been described as indirectly selling to the 
public, in that way. If they deal through an 


independent registered broker, what harm can it do? 


THE WITNESS: Well, I do not know, There have 
been cases during my time, we had the Criminal Code 
amended to cover certain activities such as the 
business of washed sales, and washed sales which 
were carried on through promoters who were employing 
four or five different firms to buy and sell, and buy 
and sell, and create the idea of a tremendously active 


market, and that things were going swimmingly. 


BY L.R. JOLLIFFE: 


Q Do you recall when that was -- when the 
amendment was made? 
A Yes. It was either the spring of 1947 or 
1948. Mr. Duggan can get that. It should be on 


record with the Commission. 


THE CHAIRMAN: The Code is here (indicating). 


What is the section? 
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iuR. DUGGAN: Section 444 (a). 


THE Vi ITNESS: I think it was after the Eldona 


investigation, 


BY MR. JOLLIFFE: 


Q You are speaking of washed salcs? 


A Yes. 


THE CHAIRMAN: There is no indication of the 


date of that. 


MR. JOLLIFFE: It would be in Tremears! 


supplement. What is the Section? 


THE CHAIRMAN: 444(a). 


THE WITNESS: Some of your mesories may be 


better than mine. 


MR. JOLLIFFE: It was in 1948. 


THE WITNESS: I conferred with the Hon. Mr. 
Ilsley, when he was Minister of Justice, just shortly 


before his retirement, so it was abovt 1948. 


BY WR. JOLLIFFE: 


(} Do you happen to know if thewze have been 





rye to 


Tae 


oat 
oe 


tr 
t 
oat 
- 
c 
ne 
x 
~ 
ny 


“3 ARAL 


3 * tea ° ge ts ; 7 
mw tOltose ate et. 2: asf ae 


ae de, aaat 0 
ao Mame Lqqua, 


B28 abe = RiUKiREALD 


orimnuda smsred 
ate » i Ole 7 as RN 


joe Ae LNW: beat thea: Pe enter haat Bead ak 


</ rnd eS 4 ee! 


ie tai 38, 


ri -_ if 


batesy he. grisivage ets soe 


ee eer . ee 3) S aera: 


7 SAT: f a a ~~ 


ane aT 


par Se 
gk paw 22 .aSe RO a, ae 
7 it a Ae Oe 


ee ean dente 26 908 Bedi a ad Bd, “ote | 
Se sananope +h sees 




















SL 


Py y sa 


rae oan) ie iy 


i aie alae 
aes is : 












sae 


3029 wicTague 


any successful prosecutions under that section? 
A I do not think there have, ilir. Jolliffe. I 
would think there probably has not been occasion for 


it, as far as that goes, 


THE CHAIRMAN: I think ir. Lennox stated there 
had been some investigation by the Securities Commis- 


sion -- 
THE WITHESS: There was no-:prosecution. 


THS CHsAIhiAN: No, no prosecution, because they 
found on the investigation, that there was no evidence. 
They had a wide investigation, and sent in auditors 


to follow up these transactions. 
BY IR. JOLLIFFE: 


Q I intended to clear this up while Mr. 
Lennox was on the stand, but he made a reference to 
the heavy speculators trading in Calknan, and I think 
what he said was in a different sense than that heard 
by the reporter. It appears in the transcript in the 
opposite manner. He did not discuss the findings of 
the Commission, but he did support his prosecution 


under 44h (a). 
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THE CHAIRMAN: That was my impression. 


MR. JOLLIFFE: Apparently the reporter did not 
hear him correctly, because the opposite is given in 
the transcript. | 

There was another amendment to the Code, which 
I think you mentioned? 

A Yes, there was. I had forgotten at the moment. 
I think there were two. 
Q Did not the second one follow the Bolivia case? 


A No, the Bolivia case was much earlier. The 


? 
Bolivia situation did not disclose anything of that 
type of operation at all. As a matter of fact, it 
disclosed mainly that there was a promoter who was 
letting people -- particularly one man in New York -- 
obtain his, the promoter's, stock very cheaply, with 
the idea that the promoter in New York was going to 
create, or make a market, as they say on the street, 
and that particular promoter sold it back to him as 
fast as it went up to him. He got it all back. It 
was a gigantic double-cross. 

Q He continued selling the stock himself? 

A Yes, at a continually higher price. 


Q Well, Mr. McTague, unless there are further 
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questions on that voint, on the Act itself, I am 


interested in this matter of disclosure, and whether 


the offerors act as principals or agents, I remember 


l.r. Blackwell, in introducing the 1945 Act, placed 


very great stress on the matter. It is not indexed, 


but are 
to that 


A 


with the 


you familiar, off-hand, with the references 
point in the Act? 


No, but I can get it. It is there all right, 


THE CHAIRMAN: Section 51. 


THE WITNESS: Section 50 -- no, 50 nas to do 


Stock Exchange. 


BY THE CHATRiUAN: 


® Is it not Section 51? 
That is right. 
QO 45D (¢}, 


Yes, 


"Every person or company registered for tredin 


in securities under this Act who has acted 
either as principal or agent in connectian 
with any trade in a security other then a 

trade upon a stock exchange shall promptly 


send to each customer a written confirmation 


Wie} 
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of the transaction setting forth, 

(a) the quantity and description of the 
security, 

(b) the consideration; 

(c) whether or not the person or company 
registered for trading in securities 
under this Act is acting as principal 


or agent;" 


And then, in Section 54; I think this deals not only 
with the confirmation, but also the circulars, and so 


on. Section 54 reads: 


"Where a person or company registered for 
trading in securities under this act, with 
the intention of effecting atrade ina 
security with any person other than a person 
registered for trading in securities under 
this Act, issues, publishes or sends a 
circular, pamphlet, letter, telegram or 
advertisement, and proposes to act in such 
trade as a principal, such person or company 
shall so state in the circular, pamphlet, 
letter, telegram or adveytisement or otherwise 


in writing before entering into a contract 
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for the sale or purchase of any such 
security and before accepting payment or 
receiving any security or other consideration 


under or in anticipation of any such contract." 


THE CHAIRMAN: That is really a refinement 
of the well-known common-law principle that a broker 
is generally presumed to be an agent if he acts asa 
principal, and it is his duty todisclose that to 


his client. 


MR. JOLLIFFE: The difficulty was, as Mr. 
Blackwell pointed out in 1945, that the principle 
was a very sound one, and known probably to business 
men, but did not seem to be well-known to people 


engaged in the securities business. 


THE CHAIRMAN: I found that out also, at one 


time. 


THE WITNESS: You pick up an advertisement 
to-day, and you will see right along, whether it is 
an investment dealer selling municipals, or whether 
it is an unlisted dealer selling mining stocks, the 


words "We act as principals". 
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That is a compliance, I think, with Section 


5k. 


MR. JOLLIFFE: I would like to follow this 
up. I realize that Section 54 is now known to 
people in the business, certainly known to the B.D.A., 
but I notice some strange methods of compliance with 
Section 54. 

For example, avery common, two-word phrase 


is, "as principals”, 
THE WITNESS: "We offer as principals"? 
BY MR. JOLLIFFE: 


@ No, that is one of the refinements. I 
am referring to just the words "As principals". 

A For example, tgs principal, we urge you to 
start the purchase of such-and-such e becoany, 

Q The two words "as principal", may strictly 
comply with the requirements of Section 54. I do 
not know. It is arguable, but I doubt if it goes 
as far as what you might call a "full, true, and 
plain disclosure", That word "plain" has some 


significance, too. 
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A aor course, you are not talking about the 
contents of the prospectus there. You are talking 
about the requireuent that if certain things are not 
done -- it has nothing to do with the description of 


securities; it has to do with the position of the 


offering -- 
Q That is right. 
A And it results, and has resulted, in a good 


many prosecutions in my time, and I imagine in hr, 
Lennox' time, most of them successful, because it is an 


easy enough thing to prove. 


Q You mean the failure to disclose? 
A Oh, yes. 
Q You have anticipated the very point in which 


I am interested, and that is the principle of "full, 
true and plain disclosure", which applies to the 
prospectuses in relation to the securities offered, and 
also applies, does it not, to the status of the 
offeror. 

A Yes, and that is required under Section 54, 


and also under Section 51, where the confirmations come 
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Then, of course, there is the recision if 
taken within a certain time, with respect to non- 
compliance. 


Q What I notice about much of this literature 
is that it complies technically perhaps with the 
requirements of Section 54, but not with the require- 
ments of "pylain disclosure". 

Now, where the only words used are "as 
principals", that may be arguable. But you have 
these cases where, in rather small type at the foot 


of the page, it is stated that: 


"Any security mentioned above in which the 
writer is interested financially, is 


indicated thus" 


--with an asterisk, or sometning of that sort, or 
perhaps with three asterisks. 

Again there, that may be technical compliance, 
but it is not very noticeable, and not very plain, 
particularly if the letters are printed in very 
small type at the foot of a page. 

What is your view on that eakieny Do you 


think there is any need for tightening up on that, 
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Mr. McTague? 
A No, I do not think so, 

After all, if you ascertain tnat the section 
is not being complied with, you bring a prosecution, 
Then it is a matter for the court to decide whether 
that is sufficient to be "plain disclosure." 

Of course, that balance would not be used 
in connection with Section 54, because Section 54 is 
just statutory, and says that certain things are 
required, 

I do not remember of any difficulty; nor I 
do not know of any injustice, that I can recollect 
ever happening in that regard, where people were 
prosecuted and were fined, and sometimes their regis- 
trations were takenaway, according to the evidence 
that came out -- and that was it. It was just the 


job of the Commission. 


THE CHAIRMAN: Shall we adjourn for five 


minutes? 
MR. JOLLIFFE: Yes, I think so, 


---\Wwhereupon a short recess was had, 
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---Upon resuming. 
THE CHATRMAN: Mr. McTaguec, will you continue? 


BY MR. JANES: 

Q. You mentioned the B.D.A. cancelled or turned 
down seven out of nine applications. “Jere all those 
new applications or were some of them repeaters? 

A I think they were new. In addition they can- 
ccolled a number and fined a great meny. Mr. Wismer 
is here to give you all the facts in connection with 


that. 


MR. JOLLIFFE: Have you any further questions, 


Mr. Janes? 


MR. JANES: I do not think I have anything 


further on thet. 


THE WITNESS: I think it was clarified by Mr. 


Lennox, 


BY MR. JOLLIFFE: 

Q. Mr. McTague, furthcr to the disclosure 
of the offeror acting eas principal; Mr. Lennox told 
us that the incercasing tendency is to have the 
literature sent out by broker-dealers take the form 
of periodicals in formational bulletins, and the like, 


which go out from time to time, weekly or monthly, 
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rather than going all at once in a great splurge, 
through the mail. 

A I think the policy is to have them ell comply 
with Section 54, 

Q You mean the policy of the B.D.A.? 

A Yes. If it is @ solicitetion or not, every- 
thing that goes out must comply. 

Q Whet I am coming to is this; in looking at some 
or files which Mr. Lennox brought dow, the material 
in those files practically confirmed whet Mr. Lennox 
told us. 

That type of matcrial, whatever might be said 
in favour of it, gives the appearance or being in the 
nature of news or commentery rather than an out-right 
offer of shares. In fact, one would get the impression 
that you are being circularized by an investment counsel 
rather than a broker. I am not saying that is exactly 
what he said, but that is the impression somc of us 
got. 

I notice in some of them, in compliance with 
Section 54, come out and say, at the foot of the page, 
firstly, that it is a speculative issue, and, secondly, 
they have these shares, and they are available, and 
"We act as principals", and there is no doubt about 


what that meens, but it docs secm to me that where the 
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Gere looks more like the material of an ierestuent 
counsellor than that of a broker dealer.) that the 
present policy is not sufficiently effective, and I 

am very interested to see, Mr. McTague, that the 
requirements of Section 56 of the Act are much tougher 
than the requirements of Section 54, because Section 56 
is the one which relates to investment counsellors, 


and it reads: 


"Every registered investment counsel shall 
cause to be printed in @ conspicuous position 
on every circular, pamphlet, advertisement, 
letter, telegram and other publication issued, 
published or sent by him, in type not less 
legible than that used in the body of the 
circular, pamphlet, advertisement, letter or ° 
other publication, e full and complete stqate- 
ment of any financial or other interest which 
he may have either directly or indirectly in 
any securities referred to therein or in the 
sale or purchase thereof including, 

(a) any ownership, beneficial or otherwise, 

which he may have in such securities 


or in any securities issued by the same 


company; 
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(b) any option which he may have in respect 
of such securities, and the terms thereof; 

(c) any commission or other remuneration 
which he has received or may expect to 
receive from any person or company 
registered for trading in securities 
under this Act or otherwise in connection 


with any trade in such securities; 


(d) any financial arrangement which he may 
have with any person or company registered 
for trading in securities under this Act 


relating to such securities; and 


(e) any finencial arrangement which he may 
have with any underwriter or other 
person who has any interest in the 


securities," 


Now, the investment counsellor, in other words, 
) 
if he has an interest has to give all his information 
in a conspicuous place, in type not less legible than 
the other type, end by the time he gets through with 


it, there would not be much room left for anything 


else on the page. 


THE CHAIRMAN: He would cease to be an invest- 


ment counsellor. 
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THE “TITNESS: That Section 56 was built up on 
a very definite knowledce where people were purporting 
to be investment counsellors, but were really offering 


securities for sale. 


Q They really were hawking their wares? 
A Yes. 
Q I am not saying it is wrong, but I say it is 


pretty tough, and much tougher than Section 54, and when 
I look at a circuler purporting to be informetional, 
in which the "full disclosure" is in very small type 
at the foot of a page, or sometimes the "full dis- 
closure" is by an asterisk, then there would seem to be 
a wide gap between Sections 54 and 56. That might be 
tightened up. 

A I do not say that Section 54 is perfect at all. 
IT know that the intention of it was thet mybody who 
was offering securities had to state in any document 
that he prepared, in writing -- whether it vas a 
telegram or an advertisement or a lettcr or whatever 
it was -- whether he was acting as a principal or agent. 
There are many of these things which are practical in 
theory and the proposition is thet anybody who is 
offered securities, must have the opportunity of knowing 
all about them, from the prospectus. 


I would say that my experience is that of all 
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the prospectuses which ¢o out from here, not ten percent. 
of the people read them, and I think that ten percent. 

is a very high estimate, 

| Q I think thet would be high. 

A That is consistent with the S.&.C. experience 
with it, too, according to what they have told me. I 
suppose a government body could not do very much more 
than give them the opportunity, but they do not take 
advantage of it. You have this sort of thing happening 
all the time. There is a strike with a diamond drill 
in some locality and immediately the shares start to 
move, and the people who have knowledge of it are 
demanding them. Or it may be in a property that is 


close to something else. 


BY MR. JANES: 
Q.- Is that not true of everything? People do 
not read the fine print. How many people read the 


shipping bill of a railroad? 


THE CHATRMAN: It is there, if they wat to 
read it. How many people read their insurance 


policies? 
MR. JOLLIFFE: Not very many. 


THE CHATRMAN; It is stated in bold, black 


type, "Read your policy". Do you read yours? Very 
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few people read it, but it is right there. 


BY MR. JANES: 

Q.: L remember one occasion where a man was 
shipping some cattle in and there was a train wreck 
and ten of his cattle were killed and five got loose, 
and ran off in the bush, and they wanted to get paid, 
but they found out that by virtue of the fine print, 


they could only collect so much. 
THE WITNESS: They do not read the fine print. 


BY MR. JOLLIFFE: 

Q.- I raised this point, because I noticed that 
in some cases -- at this moment, I will not mention 
any names -- we now have more broker-dealers putting 
out letters, if you like, in which very frequently all 
the statements were, from my knowledge, quite true and 
quite justified, not even exaggerated, and yet the 
fact that that particular broker-dealer is a principal 
is not adequately disclosed, the literature is nade 
to appear as though it was from an investment counsellor, 
some "dopester"™ somebody who makes a hobby or profession 
of analyzing the market, rather than somebody who is 
trying to sell something. 

A That may be. You mentioned one thing where 


the Broker-Dealerst Association has done some plugging. 
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When you see a circular it may say, "This is a specu- 
lative issue", or a "Speculative security" and that is 
a requirement of the Broker-Dealers Association, under 
the Act. 

Q That is what I gathered, but at the same time, 
Mr. WeTague, I also noticed in the recent circulars, 
the B.D.A. has apparently found it necessary to protect 
itself by putting in one of these saving clauses -- 
only in the case of recent circulars. 

In the older circulars, the copy is simply 
marked with the date, and the initials of the officer 
who edited it. 

A Yes, that is right. 

Q, But more recently, other words appear. 

A the same thing has happened when the sovemnent 
used to do it. It is not fair to look to the Broker- 
Dealers' Association, because they peruse all literatuse, 
and require the man who is putting it out, to comply 
with certain conditions. 

Q I quite agree with you. So that the Committee 
will know what this is all about, in the circular this 
stamp together with the initial of the perusing officer, 


and the text of the proposed G¢ircular, says: 


"This perusal is made in the public interest, 


and in the intcrest of the Association, but 
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does not mean that the Board of Governors 
approves or assumes any liability for this 
material, or the legality or accuracy of any 


statement contained herein." 
MR. GRUMMETT: They had a new stamp prepared. 
THE WITNESS: Yes, they did. 


BY MR. JOLLIFFE: 

Q. I am not criticizing it, but did that arise 
out of practical experience or was it an academic 
decision? 

A I really do not know. Probably Mr. Wismer can 


answer that question. 


MR. WISMER: You will recall that in a recent 
case, before Mr, Robertson, Counsel for the Defence, 
thet the literature had been approved by the Broker- 
Dealers Association. We did not approve. ‘Je only 
perused it. Consequently, we decided to use that 


stamp. 


THE CHAIRMAN: I think the stamp might be 
a very effective thing to have on the literature, 
because it is a warning that there is some obligation 
on the public, to beware, I think that might be 
more effective than a lot of other things which 


might be put on the literature. 
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MR. JOLLIFFE: But the public does not see that. 


THE WITNESS: Usually the public is not entitled 
to expect that because there is an Association, because 
there is a Board of Governors who spend an awful lot of 
time free gratis in trying to help, 
that they should not be in a position where they are 
likely to be liable. 

Q I entirely agree with you. I would gather that 
your stamp is simply a warning to the members of the 
B.D.A. that it is not endorsed by the B.D.A. 

A You will find somewhat similiar phrasing in 
every prospectus which goes out from the S.%.C., that 
the S.H.C. is not approvins the securities nor making 
any representation in connection with them. 

Q On that very same point, I must say I think in 
fairness to your Association and the Commission ad 
everybody else, that people in this business should 
refrain from trying to get somebody else to be their 
sponsor or backer. 

There was one piece of literature -- and again 
I am not going to mention the name -- that suggests 
this sort of thing is not in the interest of your 
Association nor its members. One broker-dealer put 


out a message which was headed "Personal message to 
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our American clients", This was filed with your 

Association. He said something which I consider highly 

questionable; 
"Tt is virtually impossible for me to comply 
with these restrictive requirements, but, 
because or for the very reason that I do not 
comply, renders me and ny pompanies to be 
categorized as operating fraudulently. This, 
mind you, in spite of the fact that I fulfil 
all of the requirements of your own Ontario 


Securities Comuission and the Onterio Companies 


Act, in respect to my financing operations." 


And he has underlined'all the requirements of 
your own Ontario Securities Commission", and "Ontario 
Companies Act", 

My first comment is I do not think he should 
hitch himself up to the Ontario Securities Commission 
in that way. 

On the next page, he says: 

"T would appreciete your comments regarding 

this very serious situation, and if there 
is any doubt remaining in your mind, I 
would be glad if you would refer to our 


beakers, the Imperial Bank of Canada, 
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Head Office, Toronto, or to the Broker-Dealers! 
Association of Ontario, 302 Bay St., Toronto, 


as to our integrity and reliability". 


I might interject that I do not see how your 
Association can certify to the integrity or behavior 
of a member. 

A I would sey they cannot. I do not know anything 
about that particular circular. 

Q I am not concerned with the man himself, but 
with the principle of the thing. It seems to be awfully 
bed practice. 

Then there is mention of another one, and also 
refers to the fact that the officers of his company were 
active members of the Toronto Board of Trade, What has 
that to do with the right to sell securities in the 
United States? It is just a lot of blarney. 

It is part of a pattern under which the Broker- 
Dealers' Associstion, one of the benks, the Ontario 
Boburisies Comaission.and the Board of Trade, are all 
as 2d in to make him look responsible. If he is a 
responsible business man, he does not have to say 


thet sort of thing. 


MR. GRUMMETT: His responsibility speaks for 


itself. 
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THE WITNESS: That is true, but I have seen 
other peoplets circulars, for instmce, from the 


Better Business Bureau. I have received them myself. 


THE CHATRMAN: Some people even pose as being 


friends of some politician. 


}IR. JOLLIFET: And some people have put "K.C." 
after their names, which sometimes gives rise to 


misunderstanding in the United States. 


THE "iTTNESS: Yes. Every time I go through 
the immigration, they ask me if I am a Knight of 


Colombus, if that is what you mean, 


MR. JOLLIFYE: That is what a lot of them 


think of me. 
THE VITNESS: Of course, I do not deny it. 


MR. JOLLIITE: Well, perhanvs the question 
should be more properly directed to lir. Jismer but 
in the case I mentioned, in which so many references 
were made to your Association and others, that 
particular letter was passed by the B.D.A., which 
I personally cannot understand. 

x i do not know. Maybe Mr. Wismer knows 


something about it; maybe he does not. 
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BY MR. HOUCK: 
Q. Who would pass on that? The Board of 
Governors or the Committee? 

A Oh no, they heve a perusing officer there. TI 
think that is generally done by Mr. Gemmill, and when 
he is on vacation, Mr. Wismer does it. They are both 
lawyers with experience in the workings of the depart- 


menvs of government, and so on, Whether that helps to 


qualify anybody or not, I do not know. 


BY MR. JOLLIIFE: 

Q. Mr. MeTague, at the outset of yOur evidence, 
you expressed your aiswiend with the general philosophy 
that as far as possible, a greater degree of self- 
government and self-discipline should be developed in 
the securities business, as it has already been to a 
certain extent in other branches of the securithes 
business, other than the broker-dealers branch. 

A Oh yes, but not without considerable trouble 
and difficulty. It was not altogether smooth. There 
were plenty of rows. I imagine some pebple sround here 
will remember the Standard Stock HuxXchange and the 
Toronto Stock Exchanse and certain phases of their 
careers. It was not ell beer end skittles at all. I+ 


was a difficult situation. 
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There have been difficulties too in connection 
with the Netional Investment Bankers Association, where 
there have been resignetions, and ell that sort of 
thing, and differences on policy, and retirements. But 
they have been going a long time. 

Il image there were probably those same differences 
in the legal profession when they started out to look 
after their affairs. 

Q I gained the impression from Mr. Lennox! 
evidence, the first two or three years of the B.D.A. 
were not @ success, from his point of view, but there 
has been a marked improvement in recent months. I 


think that is the impression we all gained. 


MR. HOUCK: I think he said he gave them a good 


dose of medicine. 


MR. JOLLIFFE: Yes. He also testified -- I 
cannot quote exact fisures, but something in the neigh- 
borhood of 140 broker-dealers at piace time, and 
if you deduct those who are also members of the Stock 
Exchange, and if you deduct those who function outside 
of Toronto, but not in a very large way, and if you 
deduct those who are inactive, not very active in 
prnereas you have about 80 left. 


A I think that is substantially correct. Your 
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starting figure is larger. It is roughly 135 plus 28. 
MR. VISMER: We have 164 members -- 


THE “ITNESS: Around that, and there are stock 
exchange houses to the number of 28; about 25 of which 
are in business in other places than Toronto, which 


leaves around 100, I guess, 


BY MR. JOLLIFFE: 
Q. Around 100 in Toronto? 

A Yes. 

Q Of which I think he conceded that a number were 
inactive? 

4 Well, there are certain houses, Mr. Jolliffe, 
in the Broker-Deslers Association which do not deal in 
primary distributions at all. They are strictly on a 
commission basis. Tom and Barndt is ea notable one. 

Some are not active, 

Q Would you say there are'not more than eighty 
who actively engage in primary distributions? 

A I do not know, Whatever I said would be a 
guess in connection with it. There might be 80 or 
there might be more. 

Q There might be 80 and there might be 90? 

A I doubt if there would be 90, because I 


know of two or three houses which deal strictly on 
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€é commission basis. They deal in unlisted stocks ene 


tirely on a commission basis. 


Q As agents, and not as principals? 

A That is right. 

Q I suppose they are not brokers in the strictest 
sense? 

A That is right. 

Q Mr. Lennox testified from his point of view 


at least, he has trouble with some 30 or 35 of them. 
I think "trouble-makers" is the way he described them. 
You may not wish to comment on that figure 
because that is his figure, and he is the Commissioner. 
A I would not want to comment on the figure of 
the trouble-makers, because I think I am a much toughe r- 
hided customer than Mr. Lennox. 
What do you meen by"people causing trouble"? 
I was there when there was lots of trouble, too. These 
things are different with different people. It is very 
hard to make comparisons. 
Q If one accepts-and you do not have to if you 
do not went to-- but if one accents Mr. Lennox' state- 
ment as arid teste casundads namely, that there are 30 
or 35 trouble-makers, out of a group of 80 or 90 broker- 
dealers engaged actively in primary distribution, then 


the question naturally arises, what are the prospects 


a ‘ 
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for successful self-discipline in a group which has 

such a large proportion of its membership who have to 

be designated or regarded by the Chairman of the Commission 
as "trouble-makers", 

A Of course, I do not accept his figures, as far 
as that is concerned. Frankly, I do not know how 
anybody could give figures that definitely. I never 
could, when I was there; I know that. 

It is not my experience, and TI do not think 
it has been his, that the Broker-Dealers Association 
be not functioning pretty much on a common front, where 
it should be. I think the record shows that. 

Q The question relates, I think, not so much to 
the work or the policy of the Association at the moment, 
With which Mr. Lennox is much encouraged, but to a few 
of the Association, which, if he is right, is a very 
substantial proportion of people in it, who are, to 
use his expression, "trouble-makers' 

A Well, I do not feel that way about it ana I 
do not accept the proposition. You say I do not have 
to so I am not, 

Q You disagree with his view of the present 
personnel of the Association? 


A Well, what about it? Has he not seid in his 
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evidence that the Board of Governors of the present 
Association are doing a good job? 

Q Oh yes, he made that very clear, as far pa the 
pres-nt tendency of things is concerned, even though he 
also made it clear that there are some points on which 
he does not agree with the Association, but, nevertheless, 
he thinks the Association is doing e good work, and there 
has been marked improvement. 

As to the question of amending the Act, to remove 
their requirements about the requirement about the 
delivery of.a prospectus; is that still the wish of the 
B.D.A.? 

A I would assume it would be, Mr. Jolliffe. Tt 
was certainly my wish before the B.D.A. came into 
existence, with respect to the 1947 Act. TI do not 
believe in it. I believe in the principle which applies 
in the S.E.C. and that is, if anybody wants to request 
a Sraera hia: he can get it. I think that is the only 
sane way of going about it. That is my opinion, 

Q But not the B.D.A.'s, and that opinion was 
formed before the B.D.A. was in existence, 

A You asked a question, and I recommended that, 
but the recommendation was not accepted, 

Q Well, do you say that on the very practical 


not 
ground that most people would read it? 
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Q Certainly on that ground. You have examined the 
Securities and Exchange Act, have you not, There is no 


such requirement there. 


Q I am well aware of that. 

A My view is that is the sane and proper way to 
handle it. 

Q But does it do any harm to have that require- 
ment, 

A . Oh, I do not know what harm it does. I do not 


think that is any excuse in connectionwith it, really. 

My experience is borne out by the people of the 
Securities and Exchange Commission, - so they have told me, - 
and they have had an excellent opportunity for going into 
that, because of the number who ask for it before they in- 
vest. My experience is there are comparatively few people. 

I do not know. It may be a question of plac>. A 
certain amount of fraternalism is involved, or perhaps somehow 
people are not supposed to be able to conduct their business 
as intelligent people, and, therefore, protection should be 
thrown around them in large doses. That is a philosophy associat- 
ed with this, about which I am not too keen. 
Q We are told in this publication (indicating) issued 


by the B. D. A. in 1950, entitled "Self-Government in 
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3058 Me Tague 
another 
the Securities Industry", that there was / change in 
the Act with which the B.D.A. was concerned. It was 


said in that document: 


"At the present time, this Committee is also 
working toward two other amendments to the Act. 
One of these is the elimination of Section 57, 
whieh forbids calling a private residence 
either on the telephone or in person, within 

or outside of Ontario, for the purpose of 
trading in any security unless certain specified 
conditions have been met, Admittedly, this 
Section was drafted into the 1947 Act as a 
result of past abuses, but with the B.D.A. 
exercising a general supervision of its member- 
ship in addition to the enforcement of the Act 
by the Ontario Securities Commission, it is 

no longer believed to be anything but a drag 

on business. Even the strictest securities 
legislation in force today -- the S.E.C.-- 


does not prohibit calls at private 1-sidences," 


Do you know whether that request is still being 
put forward by the B.D.A.? 
A I do not know. I know the story of that, pretty 


well, There is an inaccuracy there in that it was 
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suggested it came forward in 1947, It did not. It 
came forward back in 1945, and probably before that, 
and it has just been carried forward. 

But,as I stated on Friday when I was here, that 
used to be the sort of activity which seemed to cause 
the most difficulty in the securities business. Now 
I know, thet being the case, naturally there were 
people who advocated it, and I cannot blame there 
People who came from Middlesex, or Jaterloo or some 
of the other constituencies, advocated that, too, 

You can understand that. 

Now, it is not the problem today that it was, 
I suppose, After all, people are permitted to sell 
insurance; they are permitted to sell lawn mowers, or 
anything else, as far as I know, and I think the 
securities people feel much the same way about it, 
and they fecl that probably it is outmoded now, and 
I do not know what their present position in regard 
to-it is. 

Q But there are restrictions also on what people 
can say when they sell insurance, but that is another 
story. 

Wn. JANES: And a lawn mower is generally 


guaranteed. 
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there. 
THE “TINGSS: I think you are changing the os 
not 
Ve are/ talking about people going to sell insurance, but 


securities, in private places. 


BY MR. JOLLIFYE: 
Q. You mentioned people selling insurance? 

A Yes. 

Q I am pointing out there are restrictions on that, 
too; not the same restrictions. 

A No. If that is what you mean, all right. 

Q I am not changing the subject. You mentioned 
insurance, and I wanted to qualify your remarks about 
bees We had a little discussion during the last Session 
about this matter of what may be said by an insurance 
salesman, 

I gather from what you say that this is no 
longer an issue; is that correct? 

A No, I did not say that. I do not know whether 
it is or whether it is not. I have not been obstructive 


about it, You are talking about the Broker-Dealers 


Association, 
Q Yes. 
A I do not say it is an issue now. Maybe it is. 
Q What I am interested in is that this publication 


of March lst, 1950 -- that is not so very long ago -- 
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states that the legislation committce was then working 
toward this amendment to the Act. 

A That is right. 

Q All I want to know is, whether thet is still 
being —— or has it been abandoned? 

A I do not know whether it has been done, and 
I do not know whether it has been abandoned, It is 
likely that Mr. Wismer will know more about that than 
I. 

Q From your experience, do you think, yourself, 


it would be a good thing to remove the ban on telephone 


calls? 
A On telephone calls? 
Q Yes, as it appears in Section 52. 
A That is, calling at residences, you were 


talking about? They did not ask to have telephone calls 
stopped. 
Q Oh, yes. This says: 

"At the present time, this Committee is also 
working toward two other amendments to the 
Act. 
"One of these is the elimination of Section 
07 which forbids calling a private residence 
either on the telephone or in person, within 


or Outside of Ontario for the purpose of 
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trading in any security unless certain 


specified conditions have been met." 


Subject to certain conditions. That is one. 
A Well, I do not know that I am very much in 
favor of loosening up, as fer as the telephone situation 


is concerned. But to the other one, I do not see any 


objection. 
Q | You mean calling gt private re sidences? 
A Yes. 
Q You would not see any objection to calling 


at a private residence, even if the residmt had not 
requested information? 

A Oh, well, I do not see there is very much 
point in that. I do not think that nowadays there is 
any difficulty likely to accrue from any relaxation of 
that. 

After all, people are quite at liberty whether 

they admit somebody to see them or not. I have it 
all the time, and so have you. So many people who 
want to pester you at home, telephoning and all the 


rest of it. 


BY MR. GRUMMETT: 
Q. But they have some visible wares to 


presant, and you can judge the merit or demerit of 
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.those wares, from what you see. In this case, it is 
a different matter altogether. 


A Well, I suppose it might be. 


BY MR. JOLLIFFE: 

Q. What is the change in situation from that 
of ten years of fifteen years ago, when there were 
many complaints about both telephone calls and calls 
at houses, usually the houses of farmers? I take it 
that Section 52 has stopped most of that. 

A I do not know. Is it assumed because it is 
there, that it was the wise thing to do at the time? 
I do not make that assumption. 

Q That cannot be assumed, but it was done, 


A That is right. 


BY MR. GRUMMETT: 
Q. Has it not met with the general approval 
of the public, as well? 

A I do not know, Mr. Grummett. I can tell you 
this; it certainly has met with the approval of a 
large section of the public es to the deluge of 
literature which used to go out. I have personal 
knowledge of that. Whether that is the case, or 
whether it is not, I really do not know. I would 


be inclined to think that general public opinion 
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would be against relaxing along those lines either way, 
as far as that goes. 

Personally, I see more objection to relaxation 
with regard to the use of telephones, than the other. 


That is my view. 


MR. GRUMMETT: I think they are both in the same 


category. 


BY MR. JOLLIFFE: 

Q. Mr. MeTague, I do not understend your 
reference to the "deluge of literature". Section 52 
does not relate to literature except in a very indirect 
way. 

A Let me make that clear. I am now talking about 
back to the days of the "jungle", about which I was 
speaking in the first place. The literature which went 
Out without any scrutiny, deluged the United States ani 
this country, and all over Ontario. It was most 
objectionable, and people received scads of it. 

Now, as the Commission began to take hold of 
thet, and some of it provided a basis upon which 
licenses and registrations were taken avay. There 
were thousands of pieces of mail coming into the 
Securities Commission at the time, highly approving 
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BY MR. GRUMMETT: 
Q. Highly approving of the steps taken by the 
Commission. 
A Oh yes, sure. A great many lawyers -- to get 
down to our own profession -- used to get thirty- 
odd pieces a week or something like that, and they 


objected to it. 


BY MR. JOLLIF?E: 

g. It was stopped in another way, but this 
Section and its predecessor, also restrained telephone 
calls and calls at residences? 

A That Section was utilized in many prosecutions 
end many convictions, 

Q Well, is it not a fact that the tendency now 
is for literature ana telephone calls to go abroad, 
rather than within Ontario? 

A I do not know the percentage of it. I cannot 
tell you that. I would imagine that probably, with 
the difference in population, the greater bulk of it 
would go to the United States, but it is not a custom 
of the brokerage business to"over-weight" it that way. 
Generally Speaking, they are a little too clever for 
that, | 


There have been certain decisions which were 
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brought down which did stop completely, all-out, one 
hundred percent. mailings to the United States, as far 
as that goes. 

Q Was not the first of those decisions, in point 
of time, when you were Commissioner? 

A Yes. 

Q I forget the name of it. The principle of the 
thing, as I recall it, was that the Commission was not 
prepared to license people to do business if they were 
going to lose their license facilities abroad, without 
doing any serious business in Ontario? 

A That is right. 

Q I take it that principle was arrived at, not 
by any refersnce to any specific requirement of the Act, 
but on the ground of public interest? 

A That is right. 

Q Where do you think one draws the line between 
@ bne hundred percent. campaign, directed abroad -- 

A Nobody can. God Almichty could not draw that 
line. There is no chance of it. It just cannot be 
drawn; that is all. 

In that particular case, there was utilization 
of the license being employed almost One hundred per- 
cent. for doing business in the United States. That 


was all, 
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I do not know where you would draw the line. 


Q And that appeared to be contary to public 
interest? 
A Well, there were other factors in that case, 


too, which were not very constructive. 

Q If that type of thing is contrary to public 
Opinion, what is the difference in principle where 
fifty percent. of the campaign is directed to the 
United States? 

A I do not say that type of operation, It is a 
matter of degree all the way. After all, if people are 
getting something in the nature of a reasonable "break" 
for investing, and we are acquiring money to develop 
natural resources, and so on, you Simply have to use 
your best judgment in specific instances. 

It might have been, in that case, that somebody 
else who perhaps had e different deal or Something of 
thet kind, might have been treated in a different way; 
might have got another chance; might have got a warning, 
or something of that kind. You just cannot sit down 
end pattern these things out in a pen and pencil way, 
Or On an engineering tasis -- in the administration of 
this job, in my opinion. 

It was never intended to do anything other than 


that. 
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My recollection is that every single piece of 
mail went to the United States in that mailing as far 
as that is concerned. 

Q If it is legitimate to solicit funds from the 
United States in that way, what difference does it 
make whether it all went to the United States, or 
just some of it? 

A I do not think it made any real difference. 

I do not know if today I had to deal with it, just 
what I would do. On the theoretical proposition you 

ere putting, I would deal with it some way. Naturally, 
there is a difference between whether you are operating 
and doing business in Ontario. Ontario is only entitled 
to license people to do business in Ontario, as far 

as that is concerned. You do not license them to do 
business in the United States. But you cannot prohibit 
them from doing business in the United States, 

Q Did I understand you correctly, at the beginning 
of your evidence, that in your view, it is not constitu- 
tionally nor legally possible to restrict international 
telephone communication? 

A Certainly. That is not competent to the 
Provincial Legislation. 

Q Let us suppose that is true. Setting aside 


for the moment the legal and constitutional impossibilities -.. 
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if they are impossibilities; what do you say about 
the desirability of it? Do you think it would be 
desirable or undesirable? | 

A I am not interested in the desirability of it. 
After all, I am an administrator. ‘What is my interest 
in the desirability or undesirebility? 

Q If we talk about "public interest", you may 
have some idea of the desirability or undesirability. 

Ah Yes, but the matter of public interest is in 
the confines of Ontario, is it not? How are you soing 
to get a public interest relaved to something outside, 
altogether? 

Q Suidy you will agree that what occurs abroad, 
may affect the public interest in Ontario? 

A It may, but what difference does that make? 

Q It would mean that one cannot escape considera- 
tion of public interest, merely because the destination 
of the telephone call or letter is some foreign post 
office, 

A That is true. It depends on the facts in each 
particuler case, and how a man is conducting his business, 
and what he is doing, 

i repeat you cannot plot this out on a 


particular diagram; it just does not lend itself to that. 
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Somebody might conduct business in the United 


States in a way that, if he had done it here, would be 


gontrary to public interest. All right. They would take 
his license away. I did that with very mank of them, in my 
time. 


On the other hand, he might be doing business in such 
a way that while you could take his license away from him, 
you could not successfully prosecute him. 

There is not anything permitting you to hide 
behind the question of "public interest" in connection with 
any salesman, without giving some consideration to what the 
facts are. You just cannot do that. You cannot arbi- 
trarily say "Simebody is trading in the United States, and 
it is against the public interest in Ontario". ldo not 


believe that. 


BY MR. HOUCK: 


Q You believe we should encourage the investment of 
United States capital, 


A Oh, definitely. 


BY 1iR. JOLLIFFE: 


( That raises a very interesting point, in connection 
with which I would like your views. We find here that stateme: 
made. and I notice in much of the Broker-Dealers! literature, 


that the impression is - innocently 
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or otherwise given that that facilitjttes the flow of 

capital into the development of Canadian natural resources, 
through this particular channel -- in fact, the 
illustration is given that the oil boom in Western 

Canada was made possible by this type of financing. 

But what one never sees, and what we have not 
heard about in this Committee, is an acknowledgment that 
the Western Canadian oil is being financed, not by 
the members of the Broker-Dealers' Association, but by 
certain of the larger oil companies, who have been in 
business for generations. 

A I think that is correct, without a doubt. What 
I mean is, that the : sgortimof the money that is 
being expended in Alberta and in Saskatchewan, and in 
the west, is by far greater than has been raised here 
through public subscription for that particular operation. 
I have no doubt about that. 

Q Exactly. 

A And still, at the same time, you know there 
is a place always in an economy for public financing. 
I mean, if you want to take it this way, Mr. Jolliffe, 

T ake the economy in South Africa. There are 

no Crown lands, and the little fellow cannot stake. 
There is no public financing; it is all run by half 
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If you went that kind of economy, just exclude all 
this kind of business. That is excluded because of 
the fact that there are just no Crown lands left, and 
if you are going to find a gold mine, you will have 
to buy it, and only a very few have the money to buy 
them, 

Q it do not know of anybody who has made that 
suggestion here, 

A I am saying the financing which comes from 
Bay St. is a very important factor in connection with 
the development of the natural resources of this country. 
If you do not have that type of financing, then all 
you are going to have is control by the big interests 
or by people who are fortunate enough to get in on that 
basis in the beginning, and then have sufficient 
capital to be able to carry it through. 


There is a constructive place for it. 


BY MR. HOUCK: 
Q.- Could we @evelop our natural resources 
without that kind of financing? 
A I would not think so, and develop them in 


a reasonably equitable way. 


THE CHAIRMAN: Well, gentlemen, it is 5.00 


o'clock. 
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MR. JOLLIFFE: Just a moment. This is an important. 
point ad one on which I would like to hear Mr. McTague'ts 


elaboration, 


THE ‘TITNGSS: You really do not need elaboration. 
I suggested you read Huffman yesterday or the day 
before, The view that I am expressing is expressed in 
there. 

Q I know that view, but I would like to hear more 
of the reasons. Mr. Houck has asked you if it is 
possible for our resources to be developed in any other 
way. I think that is a good question. [I do not know 
whether your Association has any figures. I would be 
interested in knowing what proportion of the monies 
invested in the oil development in the last five years 
amounted to, There were several hundreds of millions 
of dollars invested. I would be interested to know 
what proportion of that capital was through the Broker- 
Beas?) cueniel, My opinion would be it was a very 
small proportion, 

A I would agree with that. I do not know what 
itis. But you have people like the Texaco, the 
Humbell Oil, there in the United States, and the 
Imperial, and some of the standard companies and all 


the rest of it, Mayhe they should be given exclusive rights 
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in connection with it, and the broke: -dealers not 
have any chance. 

Q It so happens that there erc, on this Continent 
thousands of little oil companies. It is not just 
@ question of the big interests at all. It is one 
industry in which there is still room for a very 
large number of companies, 

A There are very few of the smaller ones in the 
West, outside of some small local ones, like the 
Turner Valley, and some other small ones Originating 
in some places in Calgary, or Zdmonton, and so forth, 
In fact, I am a shareholder in a couple of those 
myself, as far as that goes. They were not formed by 
the Broker-Dealers. And I happen to belong to a 
syndicate which was composed of lawyers, from which a 
very responsible oil company has come. I just happened 


to be there. 


THE CHAIRMAN: “ell, gentlemen, it is 5.00 


o'clock and we will adjourn until toma row at 10.30. 


---The witness temporarily retired, 


---iJhereupon the further proceedings of this Committee 
adjourned until Tuesdey, August 28th, Io ah. LOLOO 
OT CLOCK... MM. 
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Toronto, Ontario, 
Tuesday, August 28, 1951, 
At 10.30 o'clock a.m. 


---The further proceedings of this Committee re-convened 


pursuant to adjournment. 
---All parties present. 


---Same appearances as heretofore noted. 


THE CHAIRMAN: Gentlemen, the meeting will 


¥ 3ase come to order, 


CHARLES P,. McTsGUE, 
A witness previously heard and now recalled, who, 
having been already sworn, continues his testimony 


as follows: 
BY MR. HOUCK: 


wo Mrs MeTague, yesterday, when we adjourned, 
we were discussing United States capital on our stock 


markets here. Have you any idea of the percentage of 
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United States capitaL rer in on the Exchange? 

A No, I have not, Mr. Houck. As faras the 
Geectnants in the Exchange itself, it is almost entirely 
Canadian capital, but there are one or two New York 
houses which are members of our Exchange here in Toronto. 

As to the volume of American money coming in 
to purchase securities on the Stock Exchange, I would 
not know. You hear all kinds of rumours all the time 
about American money being largely in some certain stocks. 
Right at the present time it is supposed to be Imperial 
Oil, but I have no idea of the break-down, and I think 


it would be pretty difficult to get. 
BY MR. JANES: 


Q To what extent would explorations in the 
north country -- mining and so on -- be supported by 
American money? Have you any idea of that? 

A Mainly only historically, but also from 
perhaps making some guess or estimate as to American 
money coming in for that type of project now. 

Naturally, many of our very large producing 
mines, in the old days, were, in the main, financed by 
American money. -I think ceoemnarvealt Nickel is 


probably the outstanding example of a very large one. 
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Operations like the Lakeshore Mines -- a 
very, very large portion of that is held in Buffalo. 
They stkll have a transfer office over there, and the 
stock is traded and transferred in Buffalo. There 
are many others. 

There was a mine, I think it was called 
"Duquesne" -- it has now been changed and consolidated 
a couple of times. In the main, it is a Pittsburgh 
capital. 

Now, Mr. Janes, I would not know the volume 
of American money going into the primary explorations, 
but I think a very large proportion of it would be 


American money, which would be going in. 
BY MR. HOUCK: 


Q In recent years there was a lot of American 
money in Steep Rock? 

A 6h, yes. Steep Rock was originally -- how 
shall we call it? A promotion? The original financing 
was largely provided by Mr. "Joe" Errington, who is 
now dead. General Hogarth and Charles McCrae were 
in there, and others. 

Subsequently it became such a very large 
proposition that it needed extensive extra capital, 


and Cyrus Eaton came in, that is, the financial firm 























Bugsion 


pA 


le | £. +9) eR ‘otorlead svi 9a | saodsieg) ie 
,oipt tue ink a ak ‘add Bo ae btt0d oueat iyfer es 


ond frig, -ouorly eva oojvie so keaatd e “oval 1180 ail 


a 


teat LOL srted We borie? ecate one bobsad, at foote: 
aS pettalaay gasm eae 

bo LS oe ‘rena: $i Hosa I oma g ins sid ee i 
bodah i Oa pas . brie bagasris geod wort | aa at ay donsoupnat 


Mgrideseet Babi se  alemosae nl rbrociae Senne Beg 
’ é Pines lees LAS 


r 


(lov sl adilamat bel hi biLuow 4 aes sat swe 


LEE 


(AHOLT EOD ES : wtodcg old Od thy , ateg ‘oto Hed Ina 
ed biuew #2 te" sobdrogeris sane! etsy, B ante t aos . 

| , woe) 

vik gnkog od hitseone fis Lilw ae ee arr 


eves 


HOUIH 8 HES 


son ‘to ced+s-Rgw evedds eyeoy dnader of Nea 


woll ~= ypilearatre” ‘BBW ino deat ast a 


AL Ostet hY Leitghso- eat ‘aokapaoa 4 


ay 
pes = is 


sa ral “tev FS) ove’ ‘isles sok hone Be 


ae Bir he 
PY “ 


it 





fe axl ee 
ety aie 


3078 licTague 


of Otis and Skinner of New York and Cleveland. Their 
head office is in Cleveland. 

They provided a very, very large portion of 
the junior finances, and they, in turn, procured very 
large loans from the Reconstruction Finance Corporation, 
which is an American Government operation, to bring it 
into production. 

It is very extensively financed by American 


capital. That is quite correct. 
BY WR. JOLLIFFE: 


Q Well, br. MeTague, the Canadian taxpayers 
also made a contribution. 
A I am not disputing that. 
Q I do not know that they could have come into 
production without the work done by the C.N.R., and the 
Ontario Hydro. 


A That is right. 


THE CHAIRMAN: On the other hand, if you put 
it that way, the Canadian taxpayers make contributions 
to every place where the Canadian National has a spur 


line. 


MR. DOVNER: That is right. 
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BY MR. JANES: 


Q I am not trying to belittle the Canadian 
investors, but what I am leading up to is, that there 
is no doubt but that United States has more risk 
capital than any other country in the world, to 
finance these things, and it must have been almost 
impossible to finance this great venture without 
American capital. We have not enough money here to 
do that. 

A Yes, I think I would agree with that. As 
long as I can remember here, around the building, 
there have been classes of prospectors under the 
auspices of the Department of iiines, and it certainly 
goes back to the time of the hon. Charles iicCrae. 

I can remember back that far, where people were 
specifically schooled and trained to becoine prospectors, 
to enable them to find and locate properties which 
seemed favourable to exploration for minerals, and 

So on. 

I would say, ir. Janes, that has indicated 
the desire and policy of a succession of governments, 
going bavk a long time, to explore the mineral 


resources, and the mining resources of the province, 
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and that these Dra terkcds in an economy like ourson 
the proposition that private capital would come in to 
be available to bring those properties into production, 
or bring them to a good try, because I imagine there 
are very few mines which are actually brought in, 
compared with the number of ventures which are made. 
Over that period, there has always been a 
substantial amount of American capital, and it seems 
to me that it is a perfectly natural thing under the 
economy we have. 
Furthermore, on the basis of results, it 
has done the job. 

Q Allright. Now, in Labrador, where a 
development is supposed to be coming on, and in 
Eastern Ontario; is that not largely American capital 
financing them? 

A Labrador was originally a combination of 
the Hollinger -- the Timmins interests -- and through 
some early financing of Hollinger Mines, and the 
N.A.sHanna Company, which is a very large company, in 
the iron ore and coal Siudnees in the United States. 


They became partners. 


Then they admitted other people in, and 
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the insurance companies in the States, if I recollect, 


took a large part of the development. That is true. 
' BY MR. JOLLIFFE: 


Q Mr. MeTague, does the securities business 
enter into the financing of the development -- the 
Labrador development? 


A I do not think so. 
THE CHAIRMAN: The stock is listed. 


THE WITNESS: There is no public offering so 


far, I think there will be. 
BY THE CHAIRMAN: 


@ The Labrador Stock is listed on the 

Toronto Stock Exchange? 

A Oh, yes. It is public that way, through 
the ExchanpBe. 

Q Is it a primary distribution, listed on 
the Exchange? 

A I would think so. . - I do 
not know for sure, but I would think it was probably 
financed to a very large extent -- at least, they got 


avery substantial amount of capital, and then probably 
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applied for listing, and maybe there is some of it in 


primary distribution. I would think so, 
BY MR. GRUMMETT: 


Q Mr. McTague, in referring to those who 
had contributed to build up Steep Rock, you mentioned 
Cyrus Eaton. 

A Yes. 

Q Was not his contribution in money a very 
minor contribution; he acquired a tremendous block of 
shares at a nominal price? 

A I know what you mean. He got a contract 
which did give him a substantial block, but, nevertheless, 
he bought a substantial block, too, He got the over- 
riding commission on the iron ore, for quite a period 
of time, 

Q Which gave him a very substantial holding in 
Steep Rock at a very nominal price. 

A That is right. I knew something about the 
operations, and I would take it that the people 
Originally in it had come to an impasse, as far as 
putting more capital into it, and they paid a pretty 


‘. + steep price for the financing. 
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BY THE (CHAIRMAN: 


Q They needed big money, and the only 
way to get that big money was to pay any remuneration, 


A That is right. 
BY MR. JOLLIFFE: 


Q He succeeded in getting the thing 
financed in a number of ways, and for that he was 
handsomely rewarded? 


A No doubt about that. 
BY DMR. JANES: 


Q We have read about Steep Rock, and it 
came to a poknt where they could not go any further, 
the expenses were so great, unless they got American 
capital? 


A That is right. 
BY iiR. HOUCK: 


Q Is it true that the average American 
citizen is more willing to take a chance on the 
market than the average Canadian? That is, they 


are not as cautious as we are here in Canada? 


at wot 


‘ 


’ 4 > Fe ee § 
SHE ry Sonne 


Si yea DT | 
ae % ‘ a 7 a Picea a ; ; 
uate hy aN eee gy us . ; =|) a 
+ = aed t Pea } ‘ oe 
arth edd: Shestiag ae bebeaoaire off, i iv. te eee 
en he ae ; ‘ ‘Wi | aM a 
Sy od Said wor hie sw lo. ode ins - beaagget et ae 
ey Oth an 
} re ip ioe es ; 
Mite ae babii, eiemee hed Bik 
oe GN i Hl ; A 
vient duods ‘ged ‘eit ke ee 
: us he Cc y 
Corre d\n Ages : : 
tess TERMAL AML EH | : 
an9 oan uid 
ea ie ae cf beat 2 : 
; rae ts Ce ollie ae : i 
+ iP hey fod by i ; i ; 
gi bae ,daon qesssguodst paert ove ash at oO Uy 


ook Se sao at mee oe 


1 toem on “ade: bo gow, adi 


iar Sm rt 
Ta B 


fo OL ARLA aya 




















ory bia” “eaboe: 





ees ER Oe ew wscton vale aa oy. om ry. 
algae iy fact te Bs 





or 9 || ao 


orodi 3 ee ae onag re 


i 





Fey ad seein, .oRatg rey , ‘ah dia’ Beatigaarg ent 
= at 
| asi 8. or ch) eo 
eines Pe ce Sink : ; 4 i B ; © . 
ane: ; ROUGH “At v4 Dyer 
At aS Be cae me A Oh We og i) iv Pi nay os ve f i. ; ae Ay ' a 
: Fl AN, 8 ( 


eda aL a 





308) MicTague 


A I would not know that. I know of some 
types of ventures which have been much less cautious 
and much smarter than our people have been. Ll refer 
particularly to the inter-provincial pipe line, as 
far as that is concerned. That was bought in the 


United States and sky-rocketed very fast. 


BY MR. JANES: 


@ Does that not all lead us to the fact 
that this government and the Broker-Dealers' Association 
have a very great responsibility to see that nothing 
happens to prevent that American investment capital 
coming here? 

A I think basically that is ccrrect. 

When you admit a basic proposition, then 
you have to take into consideration the situation as 
it exists -- as you find it. 

there have been statements made, Ir. Janes, 
purporting to indicate an over-all U.S. policy with 
respect to investing in countries which are in the 
alliance, shall we say -- friendly countries. 

That declaration or policy along that line, 


was made by President Truman, I think some time in the 
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late spring or summer of 1945, and I think it has 
been indicated since. That represents high policy. 

Now, you have a special problem, as far as 
mining and mining ventures, and so on, are concerned. 
The cost of getting an issue qualified in the United 
States with the S.E.C. on the "long form" as they 
call it, that is, the particular type of qualification 
which includes prospectuses which are scrutinized and 
revised, and the delays and extensions, the twenty- 
one day periods, as I recall it, and so forth, and 
it is a very, very tedious process, and also a very, 
very expensive process, while you are in the position 
of getting started. 

If you had an established business, to which 
it applies quite properly, there is no question about 
it. For instance, if you are a going concern in the 
pulp and paper industry, ahd you wanted to do some 
financing over there, you would not have a great deal 
of objection to meet to your going there, But where 
it is speculative, and you are not trying to get too 
much money. but want to get the exploration capital, 
then it is a very tedious process. : 


They recognize that over there, because they 
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have @ special provision. They are given power to 
make regulations, and I think it is regulation "A" in 
regard to the $300,000 exemptions. Their Regulation 
"A" enables people in that position -- which applies 
to oil ventures to a large extent -- and permits the 
sale of securities to the limit of 300,000, by 
complying with the short form, which iste perfunctory 
kind of operation, 

That has been used in connection with 
public financing of some of the oil ventures and 
the oil companies, but any foreign operation is 
excluded from that privilege, and that is one of the 
suggestions which was made over here, to try and get 
things worked out along that line, that is, to have 
that privilege extended here, thus making the onus 
easier, in line with what they were already doing. 

I heard it said -- I think it was said by 
Senator Malone of Nevada, that since the S.E.C. has 
come into operation, there hayebeen no new mines 
brought in through the means or by the route of public 
financing. There have been new mines brought in, for 
instance, the Anaconda and some others by some of the 


large companies, who would buy new mines with their own 
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capital. 

We are in the position, as I see it, where 
we are right in the midst of an expanding economy; 
we are not a mature economy, like the United States, 
and, therefore, we have to do all we can to get 
financing in a reasonable way, short of fraud, as we 


understand it. 
BY MR. JANES: 


Q After all, twenty-one days is a very 
short span in the life of a company? 


A That is all right, where you have a mature 
company or operation, but you see, this twenty-one 
days is the technique. You apply for qualification 
of your issue down there, and you have a twenty-one 
day period, during which time the people who are 
charged with that responsibility, look into the 
prospectus, and call attention to various things, 
and so on. Then you have a twenty-one-day hoist, and 
“sce have another twenty-one-day hoist. That is 
the difficulty with respect to our attempts to get 
qualifications, insofar as our mining companies are 


concerned, 
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Q I had an inquiry the other day about this 
development that we are reading about, here in 
Hastern Ontario, and I have acompany in my riding 
which supplies material for that work, and they were 
afraid of the Bethlehem Steel? 

A Yes. Well, of course, Bethlehem Steel has 
something, undoubtedly, to develop there for its own 
purposes and its own uses, but one would not think 
there would be any offering to the public there. 


There are other properties around there -- 


Q The point is, it is American capital? 
A Yes. 
Q And that must make it easier for them to 


come in; they have a representative in Toronto. [I 


found that out. 
BY MR. JOLLIFFE: 


Q Mr. MceTague, you are aware, no doubt, 
that the reason the S.E.C. has given, according to 


their statement, for being unable to extend the so- 
called "short form registration" -- strictly stock 
exemptions -- to Canadian securities -- is that the 


person responsible would be beyond the reach of their 
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enforcement agencies? 

A They may have given that reason, but they 
did propose, as part of any such qualifications, that 
the person seeking it would return to their courts. 
To that we agreed. There is no question about that. 
There was no difficulty that I know of, in connection 
with that. 

Q That is interesting, because it was not 
mentioned in Mr. McEntire's letter. 

A Whether it was mentioned or not, it was a 


fact. I can vouch for it. 
BY THE CHAIRMAN: 


Q He also said that the average time required 
for qualification was about twenty days. Is uppose 
that average includes qualification of government bonds? 
A 99% would be government bonds and industrials. 
Q So that it does not give any picture of the 


time required to qualify an issue of a mining company. 


A That is right. 
Q Certainly my experience was, twenty days was 
a fantastic statement. It ran into months. 


A The figure he is using is one day inside the 
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first whirl of twenty-one days. 

Q ‘hat happened was the delay was so great that 
by the time they came to the point of considering 
acceptance of the statements, conditions had changed, 
and new statements had to be filed, and it started all 
over again? 


A Yes. 


THE CHAIRMAN: What iir. MicEntire said on that 


point is rather significant: 


"This same average applies to all Canadian 


industrial issues filed with us." 


THE WITNESS: I think that is right. There 


are very few industrial issues, though. 


BY MR. JOLLIFFE: 


Q Of course, the implication there is that 
the average would not be the same with respect to the 


Canadian mining issues. 


THE CHAIRMAN: He does not say so, unless 


industrials were intended to include all those issues. 


MR. JOLLIFFE: I do not think so... But some 
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Canadian mining issues have been qualified, or filed 
-- perhaps "filed" is a better word -- with the S.E.C.? 

A Yes. 

Q What would make it more difficult to do that 
in the case of a mining issue, any more difficult than 
in the re of an industrial issue? 

A Well, it just requires naturally very much 
more study and more time to scrutinize your offering 
in connection with a mining issue. 

I know of one which was qualified over there 
during my time as Securities Commissioner here, and 
it was fairly well matured, and fairly well financed 
at the time. I am referring to Giant Yellow Knife, 
which was, I think, qualified within a reasonable time, 
and was listed on the New York Curb, but it was already 


listed here. 
BY THE CHAIRMAN: 


Q I do not see why it should take so much 
longer for an ordinary mining issue, because, as I 
understand it, the S.E.C. statute is a disclosure 
statute merely; they do not have to go behind the 
statements which are filed with them, as long as 


the questions are answered. 
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A That is right, but only in practice, Mir. 
Chairman, they do. They definitely go behind, although 
the basic principle is exactly what you say. 

vhen the file is made up, it is thoroughly 
checked -- the first filing — and you, almost invariably, 
have a subsequent conference, whether it is an . idustrial, 
or whether it is mining, as far as that goes. You have 
at least one. 

Attention is drawn to your prospectus, and 
suggestions are made, and changes are suggested, and so 
on, as a result of scrutiny by S.E.C. personnel, who 
have the job of doing that. 

Q I would think the scrutiny of the mining forms 
would be more simple than the scrutiny of some of the 
complicated businesses, which are well established, 

There are very few facts which have to be stated 


in the mining forms. 


A Have you ever tried to complete the form? 
Q Yes. 
A Then you know something about the difficulties. 


‘hen you have to trace detailed changes back, it is a 
long process. 
Q But you would think the time required in regard 


to mining would be less than in the larger enterprises, 
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which have many properties, and which have already 
become established. | 

A I have always felt this way about it -- at 
least not "always", but from the time I got some 
opportunity to become fairly familiar with the business -- 
that over there they resented the methods which they 
claim are emploved, I do not think we could be too 
critical of the organization of the S.E.C., which is 
charged with the policing of Be eehan ter: in the 
United States, in a federal way, but, as I say, they 


have become very critical, naturally, of the methods 


it is claimed are employed in respect of the sales of 


Now, once they get that attitude, I am perfectly 
satisfied that from the point of view of administration, 
insofar as Canadian mining ventures in the early stages 
were concerned, they just were not going to qualify them, 
unless it was an exceptional issue. You have twenty-one 
days' celay, and another twenty-one days' delay, and 
another twenty-one days' delay, until you are just worn 


out. That is all. - You just cannot do it. 
BY wR. JOLLIFLE: 


Q When was this? 
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A This has been going on since I came to the 


Commission in 1945. I believe it is going on to-day. 
BY MR. JANLo: 


Q I suppose it was started there in the first 
place to protect their investors? 


A I think that is what they feel about it. 
BY MR. JOLLIFFE: 


Q You think their intention is not to grant 
registration to a Canadian mining or petroleum issue, 
unless it has exceptional merit? Is that your belief? 

A Yes, 

Q Then what do you say as to the paragraph in 
lir. McEntire's letter, which follows immediately after 
the sentence I have previously quoted, that is, the 
sentence about the same average applying to Canadian 
Industrial issues. 

I notice then he went on to say, at the top 


of the next page: 


"Of course, there are issues where a good 
deal more time is consumed in the registration 


process, This is particularly true as to certain 





wugnloM 





















: 
p Ral bes if <% 


vee 


ae ~ si tee : Py. 
:. : , V3 lie 8 
yi sf.) Se ee ele = p clive 
, | add “od aces oe t 
: ; oS * 7 
yeboo3 10 Buty 3 sal we eves ted, t 
> Vis) : : 
: i 
Re Ee oi a ea hs aa Ba 
* i are ‘: ra 
fie ee pi dt cue rede boeg eswae 2 sonanee! ry i 
5 _ wales Siete S + eto’ ei Sige sath oe 





f 
st 
cpa Vcd 


r i} 
ne ip re ) rat eu a 


ee a Cree tits iintuot | a ™ 


Sa 
igs 
‘telivd ‘stoy stem et fs Bae * tanatdeoea aut a 00Ln | 


cane ay oe ey Foe LICE oa ce ae af aay. | & if 
" ’ oa ae = * 
Baia : Pe ttrens : A Pas: ae ; 
Hi, SQ8taey i one cates tad Oy oe — ag f 





aes a ee < at 
ody oF Seat Baws nig’ ion avec 1 Gace 


Shoat oo sind a i aia one ede parte. 


Mote 
. ¥ i = : :\ Fi ; bolt a zh 

wih eee 2 ° epee ae ; 

" ae 
Coe ont 28 veel ot no ani dl wodt #0486 
i? m i ia 





i # 


hie, $s peer e eae x pee Seta 
copa ae eas vine stim? 


ip . 
b 


r ; a 


= 


bie 








3095 McTague 


mihing and petroleum issues, although some of 
them, including Canadian mineral issues, do 
meet the 20 my average referred to above. To 
some extent, the delay in these cases can be 
said to result from unfamiliarity with our 
procedures -- a situation, incidentally, which 
experience can easily rectify. But we have 
found that the chief reason for delay has been 
the unwillingness of the issuer to make the 
disclosures necessary to tell the whole truth 
and thereby fully inform prospective investors 
of the facts. 

Last year I had a test survey made of 
some twenty-eight Canadian mining and petroleum 
issues registered with us over a three-year 
period. We found that only two of the state- 
ments were held for the statutory period after 
being corrected according to the letter of comment. 
The average waiting period for all of the issues, 
after correction, was 6.5 days and the median 
5 days, as against thetwenty days provided by 


law." 


He then states there have been twenty-eight mining and 
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petroleum issues registered over a three-year period. 
A They gave me a list of fifty which was with- 
drawn, and they were withdrawn because it was just one 


period of delay after another. 
BY MR. DOWNER: 


Q On account of the delay? 

A Yes. You might get twenty-eight, but what is 
twenty-eight, in fact, if you include a few like 
McIntyre, and Giant Yellowknife, and a few others 
of that group. 

Q He alleges that the chief issue was unwillingness 
to make full disclosure, 

A That may be true. I would take that cum grano 


saltis, from my experience down there, 
BY THE CHAIRMAN: 


@ You had better translate that. 


A Oh, I am sorry, with a grain of salt. 
BY MR. JANES: 


Q Iam wondering if it is not possibly a 
case of chickens coming home to roost. We have been 


doing a bad business, and we have been deceiving people 
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down there, and not co-operating with them, and probably 
we now have to get busy and build up a reputation for 
proper trading. 

A I think that is exactly correct. That has to be 
done somehow or other, but I think it is possible of 
achievement. 

I have worked on it, Mr. Janes, when I was here. 
I went down when the S.E.C. was still located in Philadelphia. 
I was there a couple of times, and I was in \’ashington, trying 
to find out what could be done, and how it could be worked 
Out, and so on, 

But during that whole period Iwas met with only 


one substantial thing, and that was "extradition". 
BY MR. DOWNER: 
Q That was their only thought. 


MR, JANES: Apparently you have got over that 


hill now. 


‘THE CHAIRMAN: I think it is quite apparent from 
Mr. McEntire's letter, that they see no possibility of 
arriving at any joint arrangement between the Ontario 
Securities Commission and themselves, which will be 


effective, and the only arrangement they think will be 


wi Pi 
a Dy ° i 


: ae ain 


















sunnToM 


yidadorq bas ai Hatw ark i : 
10%" a sie 18 oe Bhd bas pe doy’ 63 elvis pee 
ow ae 1 Oo en , fy sie ell 


5 


adv or eae deel an, ideas Bt set ereiee 2) i os a) 


J 7 
oh) } 
to ainda ics + ef tt atta, i sud. raise 16 worlenoe ane 


i 
y 
wi ; 
leak me Pes ; 
* 


pee ee A eae sina 


Tare - Mt a 
~ 


i 
a 


- . ey 7 
eyed ey I ned socal Pie ti wd no aes ered’ i } aaa i iY : 


witrioa Labeitny wf 7 beeanr eneee asa yOu he a ers fori’ wo By naw Pat a 


boas ae, ie a 
yrivid, , uotinidesy at ash L bas eomd to siguos’ s &'Stodg. eew i P 


» a 


C ¥ i va a oy 
baixow ed bigou tf wod baw , anos fi ed Btvor aed to batt ot 
Hi i ‘ ed a 


' 


Pee eins ile y Bon te 10 ‘oe ‘bie. ue | 


et 


(iso doiw “tsar asw L bored: aibme dads gitdrub’ Ju” : 3 


"note tbetaxe"” eaw todd Sas | cy betditsaedue on | 
Seay i “saierod Ht a © aay 


petty od 
rh ie 


‘ i - Oe tina BPR. bt ia “i 4 { Ti a 
yy) 


wtiavord y Lao: xtedt ‘anw pact : 0 | 
teddt tevo gog aved VOY: “sana ea, ‘ioe 


re oe | 
‘ ae 


ONT snags sup ae “ss heen i 


oii 


: ay 


3098 MeTague 


effective, and the only thing they are working for, is 
extradition. That is what they say. That is the way 


they view it. 
THE WITNESS: Yes, 


BY THE CHATRMAN: 


+ 


Q That seems to be perfectly clear, from lhir. 
McEntire's letter now? 

A Yes. 

Q And any further attempt to make any arrangement 
or concession or any other negotiation on a provincial 
level, was useless? That seems to be the import of that 
letter, 

A I think that is their viewpoint, although, mind 


you -- 


MR. JANES: They have modified it very greatly, 


have they not? 


THE CHAIRMAN: They have modified their demands 
with rdspect to an extradition treaty. 

But he makes it very clear -- and they take 
the position -- that they do not think there is anything 


which can be done, short of an extradition treaty. They 
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are entitled to their opinion, and they may be perfectly 


right, but that is their position. 
THE VITNESS: Yes, that is right. 
BY THE CHAIRMAN: 


Q And they make it very clear that they 
realize some of thd difficulties under which we labour 
with respect to inter-provincial trade. They realize 
the constitutional difficulties, and apparently they do 
not expect we can dovery much more than we have been 
doing, so that extradition is the solution they are 
working for. 

A At their request, I wrote a letter or opinion 
in regard to that, and I may say, I submitted it to 
Mr. Lennox, and we went over it on a couple of occasions 
before it went out, and that might serve to give them 
the impression that while we had certain rights to 
take away a person's registration, and that sort of thing, 
it was a rather indirect way of solving the situation, 
which was FE ie SS ER under the aegis of the 
Federal Government. 


BY iR. JANES: 


Q I think we should put ourselves in the other 
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fellow's place, and see it from his point of view. I 
imagine we would take the same stand as they do, if we 


were in their position. 
BY THE CHAIRMAN: 


Q@ That may be, but, frankly, a great deal of 
what 

criticism has been directed towards/the Ontario Securities 
Commission has done, but the S,E.C., according to Mr. 
McEntire's letter, is not critical of what the Securities 
Commission is attempting to do up here. They recognize 
the limitation of theauthority of the Securities 
Commission, nevertheless, the result of some of the 
Press campaigns in the United States, and the way it 
has been taken up in some quarters here, has reflected 


to some extent upon the Ontario Securities Commission. 


A Oh, yes. 
THE CHAIRMAN: Quite unfortunately and unjustifiably. 
BY iiR. VILLENEUVE: 


Q The problem appears now that we have to 
instill confidence in the American public? 


A I agree. 


THE CHAIRMAN: If they are still investing, some 
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of them seem to retain some confidence. 
BY MR. JOLLIFFE: 


Q Mr. McTague, apart from your extradition 
matter, which may be settled somewhere else, can you 
suggest any constructive alternative, which might be 
put forward in order to reach an understanding with 
the S.E.C. 

A Well, Mr. Jolliffe, I do not know just how 
youare going to reach an understanding. Once that 
point is settled, maybe theyfwill then go to some extent 
in the direction of a campaign similar to their regula- 
tion "A", Iwould not be surprised if they would. 

But really, here, it was always my view that 
based upon experience and observation, this situation 
would begin to improve, once this matter is settled, 

Once you are able to build up on the 
street a pense of responsibility in connection with 
their affairs, which are quite apparent in different 
human organizations of that kind in reference to 
securities -- and in saying that, I am referring to 
the Toronto Stock Exchange and to the investment 
dealers. 


Now, in all fairness, as far as the United 
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States is concerned, the Broker-Dealers' Association 
has never had a proper opportunity to be able to handle 
the problem. I mean, they are just in the same position 
that you or anybody else is, who reads a lot of general 
statements about what goes on, on a wholesale basis, 
That will not help at all; you have to have cases. I 
have always felt they would be handled. 

For twenty-two years the securities business 
has been in the hands of a government agency -- a 
commission; the Ontario Securities Commission. It has 
had two wings during that period, the Stock Exchange 
and the I.D.A. 

Now, back inthe good old days of 1927 and 
1928, even some of the members of the I.D.A. were not 
beyond criticism, as far as that goes. 

I am very sincere and very optimistic about 
this, that given a fair chance, this matter will be 
handled all right. Nine-tenths of the trouble, as 
far as the S.E.C. or their group is concerned, is with 


the amount of telephoning -- high-pressure telephoning. 
MR. JOLLIFFE: That is right. 


MR. DOWNER: Yes, that is right. 


THE WITNESS: I think you will find they are 
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honest enough to admit that along ather lines, there 


has been substantial improvement made. 
MR. JOLLIFFE: Oh, yes, absolutely. 
MR. DOUNER: That is right. 


THE WITNESS: I am not going to say there is 
not high-pressure telephoning done. I think probably 
there is, and I agree it is rather difficult. But 
both the Commission and the Association are going to 
be pretty helpless in that proposition, unless they 
get evidence of specific cases, 

If down there they are going to adhere to 
the proposition of not doing that, we are not, I think, 
going to be able to help them a great deal. They 
are going to rely completely on extradition. If they 
have extradition -- and that constitutes a sanction 
which puts a certain amount of fear into the high-pressure 
men-- it undoubtedly will have that effect, then, if 
they want to co-operate with specific facts and cases, 
I think we can do a great deal to _ helpful, and do 
a great deal to restore confidence, and so on. 

There is no use in talking. They get general 


statements along that line about the United States 
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investing public losing confidence, generally speaking. 
Well, that is just a lot of nice propaganda. You can 
still go down to New York and sell securities of every 
kind and character without very much difficulty, whether 
they are governmental -- as British Columbia was very 
recently -- or whatever else it is. 

I have not the slightest doubt that mining 
securities of a speculative type, when the mine is 
still in the making, and not a producer, probably are 
in disrepute to a large extent, and attempts should be 
made to compose that situation. 

But I think there is an obligation on their 


part, too, to give us a chance to try to do that. 


BY MR. JOLLIFFE: 


Q May I ask this question? Do you know 
whether or not the Broker-Dealers' Association has 
invited the 5.E.C. to reduce the general to the 


particular ? 


A Yes. 

Q And supply you with evidence of specific 
cases? 

A Yes. If you do not mind, Mr. Vismer will give 


you the exact facts in respect to that letter, and 
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everything else. 

Q) “hat do you think now of the proposition which, 
we understand, was put forward, when they met with the 
S.E.C. in October, 1949, which Mr. Lennox described, 
namely, that if the so-called "short form", or some- 
thing like it, were extended to the Ontario Broker- 
Dealers, the Ontario Securities Commission would see 
to it that those who did not avail themselves of that 
channel would be deprived of their licenses. 

A Oh, I do not know about that. I do not like 
questions which involve depriving somebody of a 
iicense, theoretically. You always have to get the 
facts in particular cases. 

I do not know what Mr. Lennox has said, but, 
after all, we were there totry to get the matter worked 
out on an amicable basis, and I think probably if the 
avenue had come in, the Broker-Dealers' Association 
itself would have perhaps taken some steps of some kind. 

I do not know what the Commission would do. 

Q ur, Lennox indicated to us that he thought 


that could be done. 


THE CHAIRMAN: His point was this, as I recall 


it; if some arrangement would be made to permit the 
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filing of these short-form statements, covering three 
hundred thousand shares -- if they could be- filed in 
the batted States, and were acceptable, that would 
provide a legitimate channel, that is, legitimate in 
the eyes of the S.E.C., for selling securities across 
the border, and if that legitimate channel were 
established and agreed upon, then the Ontario Commission 
might look with very marked disfavour on anybody who 


went beyond that. 
THE ‘ITNESS: I would think so. 
BY THE CHAIRMAN: 


Q And that would give himsome excuse or 
justification for dealing with those trades which went 
beyond the scope of this three-hundred-thousand? 

A It would probably, in practice, take a variety 
of forms. You might have a house which, having secured 
that kind of opportunity, would go right down there and 
handle it that way. 

Q The three-hundred-thousand would give them time 
to get started? | 

A Yes, on one issue. But you might have more than 
one issue, and you might hcve an extension of that three- 


hundred-thousand. I think they do that. As long as three- 
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hundred-thousand is issued at one time, I think they 


a0 Gnat. 
BY MR. JANES: 


Q Does not the whole thing boil down to the 


situation that up to now we have been blaming them. 
THE CHAIRMAN: hat is that? 


Mik. JANES: We know now it is our fault, that 
the securities salesmen and the broker-dealers -- we 
must implicate them all, even the Stock Exchange -- 

are the ones who caused the trouble, and I think 
the Government and the people of Ontario have the right 
to clean them up. 

I am one of those who thinks the Governments 
do things worse than anybody else, but It hink we must. 


clean house ourselves, and we must do it -- 


THE VITNESS: I agree with you, but you mentioned 
the Stock Exchange. There might be one or two Stock 


Exchange houses, but I do not think ee 
BY MR. JANES: 


Q@ I am including anybody who deals in securities. 
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They are all implicated in this thing. 
A Oh, yes, that is one of the problems, or at 


east the policy -- 


BY THit CHAIRMAN: 


Q As a matter of fact, Mr. Lennox indicated 
that when he gets evidence on a specific case, he acts 
on it, but that he cannot get evidence of specific 


cases from the United States. 


LR. JOLLIFrh: That is right, but quite apart 
from the American people and the S.E.C. complaints, 
the record of the Ontario Securities Commission during 
the last twelve months shows avery high casualty rate 


amongst a limited number of people in this business, 


MR. VILLENEUVE: That is right, 


BY MR. JOLLIFFE: 


Q What is bothering some of us, is that the 
activities of these people who may not be very many, 
as compared with the total, and who constitute apparently 
not a large percentage of those engaged in the business, 


reflects on everybody in the securities business. 


MR. VILLENEUVE: That is right. 



















9 | ce aod 49° oad" “et Fae went, Ay 


Cae op . 


Tene sh Me Smee 


he 5 ial 

; : Pere Se | 
’ ae. “y) ae mes fe we iy Pi se OL ee ee AO 
<5 we ea SW ity cr nM ea OL Se. : 

ae hee : a4 —— = en Ty 

Foy a9 cn Le ‘, ac rien “eit Y 

a a an: ) ee Oa eae Tt na rm 
: i he ey, ri rs y , 
ALS 7 me | pi 7 : p 
i ( al Tahar cy " 


Wg 3: ea 


be ti Bo PhS Kote wit Yooet To” nogdan a rah b: | a 
ato & Oa Po Bae hineege 6 a sonebve, aso8 a Bree 
oii toag 12 ‘Lo, comsb ive! 954 anno. ad toda aad sh hee 
i ee Oe a ie 
oh hg et i i apatt ‘boy tail co moet as 


ae 
3 
“Son 
a 


iret: -silue son eos BLY a vont a LLC i 


‘ es Pt hy ts ae 5 
antxub ackeetiong) Bad Larbeuned otneano edd ? dae Bie 
g7ST YILSS 233 4 Masa. ey & signa. oo 1M ston ‘TBOL 


PEs nd saad Bier ht ili ai a. edi 1 basing 6 Feanecie 








| a ete By at sf somal, Gh 
ie i. ny apy a ay coe : 
La carton he 18 ; 
Ty aes ht 7 
OA) Fags ak aBit To, Soe anieagod ak: teat 9 f ee 
: ae iy Ct 
eae VE ed lon ein onl “as68q mos 0 


. 
’ een : > Lae 


ibis oi. ba: “eist05 jee. ~ 


3109 hicTague 


WR. JOLLIFFE: Reflects on some very good issues. 


THE CHAIRMAN: Is that not where the hope lies, 
that eventually the matter will be controlled by the 
brokers themselves, because the majority of them -- 
even after the break-down which has been given us -- 
the majority of them are people Mr. Lennox describes as 
people who do notgive trouble, and they are interested 
in preserving their reputation, and to see that some of 
their own number do not "get away" with some of those 


things which reflect on all of them. 


MR. JANES: And we, as a government should 


demand that. 


THE CHAIRMAN: I think the evidence is that 
progress has been made in a comparatively short time, 
and if things go on, we can have definite expectation 
of greater improvement, subject to what Mr, \Wismer may 
tell us. I think that is the impression we have up-to- 
date. 

After all, they have an incentive to see that 


this thing is properly controlled amongst themselves. 


MR. JANES: To me, it is a "must". 


THE CHAIRMAN: As long as you have the majority 
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doing a legitimate business, and who a eeGe ethical 
conduct as a matter of major importance, then they 
will see that the "fringe" people -- as they have been 
called -- will use their best efforts to 


see that their activities will be curtailed. 
MR. JANES: And nobody else can do it but them. 


THE CHAIRMAN: Not as well. Everybody else 
is on the outside looking in; they are in the inside, 
and in a position to know what is going on better than 


anybody else. 


MR. GRUMMETT: I think the basic trouble in 
the whole matter is this; the Securities Commission 
will locate these men and punish them. Perhaps the 
broker-dealers do the same thing. But what happens? 
You drive them underground, and they get "fronts". If 
you could eliminate them completely from the field, 
there would be some improvement, but as long as these 
men are able to get behind a "front", they are just 
as dangerous, or probably more dangerous, than they 


were before. 


MR. JANES: And nobody knows the "fronts" 


better than the broker-dealers themselves. 
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THE WITNESS: There are comparatively few, 
Mr. Grummett, in number, who lose their registrations, 
and then get back in the position of promoters, who 
are putting forward "fronts". There are very, very 
few, for the simple reason that there are very, 
very few of those who lose their licenses who have 


that kind of money. 


BY MR. JOLLIFFE: 


Q But we know they exist? 


A Oh, I am not denying that. 


BY MR. GRUMMETT: 


Q Would you agree that those are the 
dangerous men? Those are the men who are destroying 
the confidence of the American investors in Canadian 
properties? 

A A lot of them are contributing probably more 


than anything else. 


THE CHAIRMAN: Shall we adjourn for five minutes? 


MR. DOWNER: All right. I will save my 


questions until after the adjournment. 
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EXHIBIT NO.132: Copy of advertisement 
in Northern Miner, as produced 


by the witness Lennox on 
August 22, 1951. 


---\yhereupon a short recess was had. 
---Upon Resuming. 
BY THE CHAIRMAN: 


Q Gentlemen, shall we proceed. Mr. Downer 
was about to ask a question, but he is not here. 


Has anybody else any questions in the meantime? 


MR. JANES: I have been monopolizing the time 
pretty much this morning, but I think probably ir. 
McTague can do more to help out my viewpoint as to 


what can be done. 


THE \ITNwSS: I think, Mr. Janes, that you 
will be getting evidence as to what has been done, 
which is pretty indicative of what can be done within 
the broker-dealers' operations. I think they will 


coincide very substantially with the view you have. 
BY VR. JANES: 


Q I am wanting it done a little faster than 
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is possible, perhaps. 
A Mir. Wismer is the permanent man with the 
Association, and has all the records; he has been in 


it from the beginning. 
BY iiR. DOWNER: 


Q Mr. McTagye, it is against the law to 
solicit business or sales by telephone to any resident 
in Ontario; is it not against the law to solicit by 
telephone people in the United States, concerning the 
same securities? 

A No; it is against the legislation as it is. 
Of course, your first proposition, Mr. Downer, is 
solicitation in Ontario. You understand there are 
some exceptions in connection with it. 

Q Yes. 

A I mean, people who are very close to the 
‘phoner, or people who have requested information, or 
something of that kind. 

Q Yes, I understand that. 

A That is right. It is in the Statute -- the 
Se Act of 1947, and it provides penalties 
Pee that. 


Now, the Legislature of the Province of Ontario 
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has power and authority to legislate with respect to 
anything that transpires within the province, but when 
you get into the field of trade and commerce -- which 
includes trade not only in national products -- then 
you have the Dominion having jurisdiction over that, 
if it is inter-provincial, or if it is international. 
That is subject to certain exceptions, too. 
I think there have been some recent comments on Section 
121 of the B.N.A. -- the British-North America Act, 
which lays down the proposition that certain of the 
national products can go from one province to another, 
those of a certain kind, character and classification. 
Otherwise, that is the difficulty. W at I am 
really putting forward in connection with that, lIir. 
Downer, is this; that if, under the Act, you were to 
confine your attempts at discipline to a prosecution in 
the courts, my proposition is, it would not stand up. 
The courts could not convict for that particular offence, 
but, as far as that is concerned, the Commission can, 
where theycan properly come to the conclusion that what 
indicates it 
has been done is of a kind and character which/is not 
in the public interest, for a person to be registered 
then they can take the registration away. But they have 


to have reasonable ground for that. I do not think you 
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could use it as a back door, and say, "Well, the court 


did not convict, so we will take it away." 
BY MR. DOWNER: 


Q They have a similar regulation in most of 
the states which will not permit them to solicit by 
telephone? 


A I do not think they have, as a matter of fact. 
BY THE CHAIRMAN: 


Q Ido not think they have, in the S.E.C. 
A No, they have not, in the S.E.C. There is 
no prohibition against it in the S.E.C. 
I cannot say specifically, but my memory is 
that in most of these into which I have had occasion to 


look, Michigan and Ohio, I do not think have that pro- 


hibition. 
BY MR. DOWNER: 


Q If they are not breaking any regulation 
over there, what are they objecting so much about? 
A They are objecting mainly on account of 
having reached the conclusion that the fellow who uses 


the telephone is a high-pressured fellow, and is fraud- 
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ulently selling, and they put the proposition, not so 
much that he is selling some security which is not 


qualified, but that the way he is doing it is fraudulent. 
BY MR. JOLLIFFE: 


Q Do they not make their complaints on two 
grounds, one, that he is soliciting without registration, 
and, secondly, the solicitation actively takes a form 
which they regard frequently as f raudulent? 

A That is right. I do not think they will stress 
the first one. Their view on extradition now, seems to 
indicate that. 

Q I do not think they could consider the first 
one very well, because in their own country there is 
solicitation across state lines, into states where 
registration has not been obtained, and they do not do 
very much about it. 

A The United States is a large country. The 
S.E.C. has a publication which comes out once a month 
at least. It may come out more often now. But in 
that publication is recounted the cases of convictions 
and prosecutions, and so on. 

There is a good deal of fraud going on there 


all the time, and those infractions as between one 
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jurisdiction and another over there, and there seems 
to be vrosecutions by the S.E.C. or orosecutions by 
different state securities commissions, and they are 
recorded all in one report each month. 

Q My point is, though -- and I have some ground 
for saying this, and I am interested to know whether 
it is borne out by your experience -- if the issuer is 
registered with the 5.:1.C., and registered also possibly 
in Michigan and Ohio, we will say, and some of his 
literature reaches people in Pennsylvania, I do not 
think they bother much about the fect that it happens 
to have gone into Pennsylvania? 


A No. I understand they do not, 
BY WR. JANES: 


Q Does it not come back to my point, that we 
are not in a position to criticize how they are handling 
their operators over there? ‘e are the ones who want 
the investment money, and we must comply with their 


request, 
THE WITNESS: Yes, that is right. 
BY THE CHATRMAN: 


{ On the other hand, telephoning in itself is 
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not an offence in the United States, and’ if a salesman 
telephoned from Toronto with respect to some security 
which was properly registered in the United States, 
there would be no offence at all, as long as he did not 
make any fraudulent statement in connection with it? 

A That is right, 

Q So there may be a huge volume of telephone 
calls across the border which would be counter to no 


laws, whatsoever. 
MR. JANES: Would be legitimate? 
THE C HATRMAN: Yes, which would be legitimate. 
BY THE CHAIRMAN: 


Q And unless you have some evidence of 
transactions or deals in securities not registered in 
the United States, and in connection with which there 
are some fraudulent statements made on the telephone, 
the fact that there is a large volume of telephone 
business going on, does not necessarily imply that it 


is illegitimate business, in any sense. 


MR. JANES: It may come down to the situation 
that they find they cannot rectify this situation in 


any other way, and the Commission will have to put 
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through a ruling that in order to hold a license, they 


do no telephoning whatever. 


THE CHAIRMAN: On the other hand, telephoning 
in certain circumstances is perfectly newt Cebsict and 
we do not know whether the man is telephoning in 
connection with a deal that is perfectly legitimate 


business, unless we get evidence to the contrary. 


MR. JANES: I agree that it will be very drastic 


? 


but it may have to come to that. 


Min. DOWNER: If fraudulent statementa are made 
over the telephone, there should be no objection to 


ves ducer oeead 
THE WITNESS: No, if you can prove it. 
THE CIATRMAN: A fraudulent statement? 
MR. DOV.NER: Yes. 


TEiWI1INESS: They have to come back and rely 
on the Code, as far as that is concerned, with respect 


co extradition. It has nothing to do with our Act, at 
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BY MR. DOWNER: 


Q But we should think about making some 
Sew phe iat ton to Ottawa, 

A ‘They have been working on this matter for 
quite some time. I think they pretty well have their 
minds made up about what they are going to do. They 
made certain amendments last year. They seem to be 
going along that line. 

Q They might broaden the basis for extradition, 
in other words? 


A - Yes. 
BY MR. GRUMMETT: 


Q Mr. McTague, do you not think the chief 
objection from the United States is that they realize 
that the men who are doing 90% or 95% of the telephoning 
are those whom the rani Securities Commission have 


knocked off, and they become promoters, and have "fronts"-- 


A Oh, no. The promoters do not telephone. 

Q That is the attitude in the United States? 
A Promoters do not telephone. 

Q They have other people doing it, and the. 


Americans fear the activities of these promoters, and 
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the Americans fear the activities of these promoters, 
and that is the reason for their insistence on an 
extradition treaty. 

A I would doubt. if there would be five people 
on the street who answer that description, but 


they are very potent. 
BY MR. DO'NER: 


Q Could we not get rid of those five people 
on the street, who are causing all the trouble. 

A Well, Mir. Downer, you will find from the record 
of the Securities Commission under men who were my 
predecessors, who arranged to take steps to have 
certain people deported. There are a couple of them, 
if my memory serves me right, here on the street now, 
and they are fairly important people. They took step* 
to have them deported. 

In one case an order for deportation was 
made by the Immigration Department, but it came back 
to the courts by way of appeal in one or two cases, 
where deportation was asked for by the Immigration 
Department, and the order was not made. Perhaps they 


were right. Perhaps they should not have been deported, 
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But there were efforts made by people before my time, 
and the results are on the record. reat tte was 
sought by the Securities Commission -- at the instance 
of the Securities Commission -- on, I would say, 
several occasions. By that I do not mean perhaps 
more than five, but I do not think any of them were 
ever successful. 

You get into quite a technical situation 
when you have somebody who, in your opinion, may be 


undesirable, but you have to make out -- 
BY MR. DOWNER: 


Q You have to prove it? 


A Yes. 
BY MR. JOLLIFFE: 


Q@ There would have to be grounds for deport- 
ation? 

A Yes. It looked to me in some of the cases, 
as if the grounds, from the files, appeared to be 
fairly reasonable to me. But they were not, as a 
eoruae of fact. 

BY iiR. DOWNER: 


Q I think a great effort has been made to 
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clear up the situation, and I was wondering if some 
other way could not be found to straighten out that 


small minority who were causing the trouble. 
BY MR. HOUCK: 


Q I play quite a bit of golf, and I hold 
membership in two clubs, where the memberships are 
made up 95% of people from Buffalo and Vestern New 
York, and there is not a day in the locker rooms, where 
you do not hear stocks discussed. 

A man says, "I bought such-and-such a stock 
from a dealer in Toronto, and I think it is good", 
and the fellow takes the telephone number and says, 

"I will call him to-morrow", and he calls him, and 
then he tells a friend, and the friend starts calling. 

So I think they are just as much to blame as 


we are. 
BY iuxR. JOLLIFFE: 


Q May I ask you this question, lr. iicTague? 
If an issue is duly qualified in the United States, 
-- in New York State, we will say -- and if a broker 


in Buffalo sends me a letter, as a resident of Ontario, 
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offering that stock; do you think that comes within 
the definition of "trade or trading" in Section 1 of 
our Act? 

A Wait a minute now until I catch your first 
proposition. It is that you have a security or issue 
which has been qualified by the S.E.C.? Is that right? 

Q Yes, which can be legally offered for sale 
in Buffalo. 

A Yes, but then -- 

Q Then he sends me, a resident of Ontario, 


literature offering me shares. 


A The man in Buffalo? 
Q Yes. 
A I believe it would come within the definition 


all right, but I do not think we would have any juris- 
diction over it. 

Q Suppose he telephones me; do you think that 
would constitute "trade or trading"? 

A I do not think so. A telephone call would 
have to originate in Ontario, and, according to my 
theory, if you wanted to prosecute him successfully, 
it would have to be made in Ontario. 

I realize the Section says, "within or without 
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.) No. I am not thinking of whether or not we have 
remedy and whether or not a man can be prosecuted, but 
what is the distinction? 

A "Trade or trading includes any solicitation for 
or obtaining any subscription to --" 

--Oh, I see. I did not realize what you were getting 
at. That is the old question which has had the 5.E.C. 
and the Ontario Securities Commission "“buffaloed" for 
years, whether it is sold in the United States, or in 
Ontario. That is the difficulty which exists in 
connection with your operations all the time. You have 
to prove, to give us jurisdiction, that the sale was 
made over here, and to give them jurisdiction for 
extradition, you would have to show that it was made 
over there. That is a very difficult thing to do, too. 

Q I do not think our definition is quite the 
seme as theirs. Ours is, “Any solicitation for, or 
obtaining of a subscription". 

A Yes. ‘ell, of course, that would only apply, 
as far as we are concerned, to the people over whom we 
have jurisdiction. It would not apply to some securities 
dealer in Buffalo. You are talking about an American 
securities dealer in Buffalo? 


Q Yes. I wonder if that is a complete answer, 
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the fact that he may happen to be beyond the reach of 
our courts? Is that a complete answer to the question 
as to whether it constitutes "trading" within the 
meaning of our Act. 

A I would think it does, but I think it would 
be only theoretical, as far as anything you could do 
to him over here. 

Q And the theory of the thing may be vital; 
is it your view that the instance I have cited is 
not "trading" within the meaning of our Act? 

A I think it might be "trading" within the 
words of the definition of "trade and trading" in 
our ES but outside of that, I do not see anything 
that would flow from it. 

After all, what difference does it make, if 
it happens by the long arm of coincidence to fall 
within a seceuboow definition? 

Q Then, supposing after that, the broker is 
found within Ontario. 

A That would not give us any jurisdiction, in 
my opinion, It does not matter about him being found 
in Ontario. “as the offence committed within Ontario? 

Q Why is the offence not committed within 


Ontario if the actual meeting of minds occurs in Ontario, 
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as well as in New York State? 

A You are really “begging the question", It 
depends on where the meeting of the minds was, and 
what evidence there was of it. Did the cheque go from 
here to Buffalo, and did the confirmation come from 
Buffalo here? ‘hat is the evidence of the meeting of 
minds? What is the intention as evidenced by the 


evidencethat is produced? 


BY buR. GRUMMETT: 


Q No, I think the meeting of minds would 
occur where the dealer in Buffalo contacted the inan 


in Ontario. That is where the meeting of the minds 


would be. 
A In Ontario? 
Q Yes. 
A Then the subsequent transaction or dealing 


would have nothing to do with your question. The 
meeting of the minds would take place when the Buffalo 


dealer reached out to the man in Ontario. 


THE CHAIRMAN: No, but the meeting of minds, 
in the sense that is implied in this question, is the 


actual meeting of the minds, which clinches the trans- 
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action? 
THE WITNESS: That is right. 
BY THE CHAIRMAN: 


Q And one mind is in Toronto and the other 
mind is in Buffalo? 
A Yes. 


Q Where do they meet? 
MR. JANES: In the middle of Lake Ontario. 
MR. DO'NER: It would be a question of intent. 
BY ik. JOLLIFFL: 


Q Suppose this literature reaches me in 
Toronto, and suppose, with the literature before me, 
I write out a cheque and reply, together with the 
coupon which was sent to me; when I place that in His 
Majesty's Post (@fice in Toronto, has not a subscription 


been obtained from me in Toronto? 
BY THE CH.IRMAN: 


Q the question is not where the meeting of 


minds is; the question is, where is the contract made, 
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and the contract is the communication of an offer, and 
the communication of an acceptance. There is no con- 
tract until the communication of acceptance reaches the 
offeror. 

A Yes, but that is only executoryuntil the 


securities are delivered. 
BY MR. JOLLIFFE: 


Q But if the securities are delivered to me 
in Toronto, what then? 

A I do not know. You are asking me to give a 
general answer to a number of situations, 

You have this coming up all the time. You 
have to get that with the greatest degree of refinement. 
I do not care to stake my legal reputation, if I have 
any, on a matter of that kind. 

Q It is pretty specific procedure? 

A Yes, but that if precisely the sort of question 
that makes it difficult for the §.£.C., and makes it 
very difficult for the Ontario Securities Commission, 


or any other Commission. 


BY MR. JANES: 


Q In other words, it is "outting you on a 
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spot", 
A That is. what you have to make up your mind 
on, if you want to sue. If you feel you are entitled 
to recover for fraud, and that it is a proper case, 
where will you sue? ‘Will you sue in Ontario, or will 
you sue over there? 
I do not want to go out on a limb in connection 


with that. I think it makes no difference at all. 
BY THA CHAIRMAN: 


Q I think there would be a difference, 
depending on who made the first offer, who was the 
offeror, and who was the acceptor. There must be 
some rule or international comity of nations, or 
whatever it is called, to decide on where the contract 
is made. 

But if the offeror is the man who was offering 
the stock, then the purchaser accepts the offer. On 
the other hand, the purchaser might conceivably be 
the offeror; he might offer to buy some stock? 

A That is right. 
@ And the uve ation is, where is the contract made? 


A And there may be a complication there by way of 
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a comfirmation which is not replied to along certain 
lines. 
Q I think it would differ, according to the 


circumstances in each case, 


IR. JANES: If a man made money on the deal, 


he would be perfectly satisfied. 


TH® CHAIRMAN: Oh, yes, if money was made on 


the deal, there would be no legal problem involved. 
MR. DOWNER: No objection. 
LR. GRUMMETT: That does not always happen. 


THE CHAIRMAN: Or even as long as there was 


hope for making money. 
BY MR. JOLLIFFE: 


Q I understand it to be your suggestion that 
possibly some of the things which our Act now attempts 
to do may be ultra vires? I may have misunderstood you. 

A No. I did not say “ultra vires". There is 
a difference between whether an enactment or whether 


the provisions of a statute apply in a particular case 


or not. It may be perfectly intra virew, but at the 
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same time, it might not apply in connection with the 
situation which occurs outside the province. That has 
been held more than once. There are several cases on 
that. 

That does not make a statute ultra vires; 
it certainly is intra virew in any trade, according 
to its description, as far as the province of Ontario 
is concerned. It does not purport to go outside. 

Q There is one section which refers to tele- 
phone calls within Ontario to any resident within or 
without Ontario? 

A Yes. 

Q Is that where the Statute comes bang up 
against the boundary lines? 


A Yes. 


THE CHAIRMAN: There again is the limitation 
to that section; telephone calls are allowable in 


certain instances. 


MR. JOLLIFFE: Oh, yes, that is right. 


TH CHAIRMAN: Which does not happen with 


telephone calls across the border, 
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BY LR, JOLLIFFE: 


w No, for the purposes of this discussion -- 


~ 


A That went down to the words "without Ontario" 


in 1945, so I am told. It was put in there in the 

house -- into the Statute. I believe there was somebody -- 
Q Yes, I remember that. 
A Yes. 
Q Of course, I would not refer to a case which 


was decided yesterday, but in the Lymburn and halen 


case, there was an outright attack on the Alberta Act? 


A Yes. 

Q And it failed? 

A Yes. 

) On every point of attack. 

A Yes, but it was always in the province. The 


Privy Council held in that case, as you know, that it 
was quite within the right of a province to pass laws 
and have penalties of that kind within the province. 

Q I read the judgment this morning, and I do not 
recall the emphasis being put on the words "within the 
province"? 

A Was there not another issue there? 


Q . My other question relates to the so-called 
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majority of the brokers and broker-dealers; is it not 
a fact. lir. i.cTague, that a great many broker-dealers 
are engaging in primary distribution of securities 
without soliciting in the United States, or in other 
jurisdictions? 

A Vell, I would not know, itr. Jolliffe, about 
a great number. There are undoubtedly some who do 
engage in primary distribution who do not solicit. 
It is certainly more true with the I.D.A. 

You see advertisement after advertisement 
in which the words appear, "This is not a solicitation 
in the United States", and they have no offering, and 
they do not do it. That is quite correct. 

I would think that firms of that kind are 
probably very old and well-established firms. They 
created a ousiness and a clientele locally, and 
probably in Ontario. I think there would be a 
certain amount of it. I would not say there would 
be a great deal of it. 

There are houses and people who belong to 
the Broker-Dealers' Association who are not engaged 
in primary distributions at all. 


But then, of course, when you are getting your 
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primary distributions through the facilities of the 
Stock Exchange, you may get American money, but you 

do not solicit it. Somebody might have wome figures 

on that, that I do not know anything about. I do 

not know how many houses there would be in that position, 


but my guess would be there would be very few. 


Q You mean very few broker-dealers? 
A Yes, very few broker-dealers, 
Q But it would be generally true of the invest- 


ment dealers, would it not? 

A Generally, yes. There are some issues where 
the syndicate is composed of dealers on both sides of 
the line, but not very many. 

For instance, you may have observed the Bell 
Telephone did not offer its rights to shareholders in 
the United States, because they would have had to 
qualify and go through all that, in making an offer from 
here. 

So what happened was that the A. Ames and 
Company under-wrote that section of the rights, and 
sold them, 

Q Do you think that amounts to discrimination 


between the shareholders who happened to reside here, 
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and those who happened to reside in the United States. 


A Not in the main, because I think the largest 
shareholder in the United States, the A. T. & T., was 


quite content to have the discrimination exercised. 


MR. JOLLIFFE: I do not think I have any further 


questions. 


THE CHAIRI.AN: Thank you very much, lr. 
hicTague. 
I think perhaps we should not start with Ir. 


Wiegmer until after luncheon. 
MR. JOLLIFFE: Yes. 


MR. McTAGUE: May I ask a favour of the Committee 
in respect to that? I think I might be able to get 
Mr, Wismer's evidence out, if I am prepared to examine 
him -- not cross-examine him. It is only with the idea 


of being brief, in bringing it out. He has a stack 


of records. 


THE CHAIRMAN: I think that is quite in order. 
“we have taken the position that witnesses should not 
be represented by counsel, but, on the other hand, 


you have beena witness, and as we did with the Bell 
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Telephone Company -- Mr. Munnoch, who was counsel, 

sat alongside ofa witness from the company, and 

he had been sworn as a withess himself, and had given 
evidence, and he broke in here and there, and assisted 
the witness in bringing out the evidence. I1 think 

the same thing could apply here. I think it would 


be very helpful. 
THE V ITN“SS: Thank you, very much, 
---\Vhereupon the witness retired. 


THE CHATRmAN: We shall adjourn now until 


two-thirty. 


---'hereupon at 12.35 of the clock p.m., the further 
proceedings of this Committee adjourned until this 


afternoon, at 2.30 o'clock. 
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ATTERNOON om so tee 


Toronto, ee 


day 
August ae: 951, 
at 2.30 of ey Dp. m. 


The furthe> proceedings of this Committee 


reconvened pursuant to adjournment. 
All parties present. 


Same appearances as heretofore noted. 


THE CHAIRMAN: Mr. ‘Jismer. 


W. M. WISM#ZzR, a witness being called 


and duly sworn, testifies as follows: 
BY THD CHATRMAN; 


Q Mr. Wismer, I think thet, following Mr, 
MeTague's suggestion, it may be convenient for the 
Committee, if you have some representation to make, 
that it might be made, perhaps, with some guidance 
from Mr. McTague. Proceed in your own way. 

First of all, for the record, I think it 
should be stated that you are the menager 


of the Broker—Dealers Association of Ontario, 
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A Secretary.. 
Q Manager and secretary? . 
A Secretary. 
Q Merely secretary? 
A Yes 
Q Secretary of the Broker-Dealers Asso cie tion? 
A Yes. 
BY i.iR. McTAGUE $3 
Q Am I right in this, that your official title 


is Executive Secretary and General Counsel? 


A Yes, 

Q How long have you been in that positian? 
A Since March 8th, 1948. 

Q When did the Broker-Dealer Association 


first begin to function? 

A The Brokers=Dealers Act came into force on 
February 19th, 1948, The Securities Act, 1947, 
came into force on March 9, 1948, 

The first meeting of the board was held 

on February 25, 1948. They actually started functioning 
when I went to work there as Secretary on March 8th. 

Q And what had you been employed at before 
coming to the Brokers-Dealers Association? 

A I was a solicitor with tho Ontario Securities 


~Commis8ion, 
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Q And, before that? 

A Before that I was in the Royal Canadian 
Naval Volunteer Reserve. | | 

Q You were there, I believe, for a couple of 
ye ars? Is that right? 

A ¥es. 

Q I see you haves some notes and I suppose 
objection would not be taken were you to refer to 
them. Would you go along and pick out what you con- 
sider the more important activities and work of the 
Associction in chronological order? 

A Yes. 

Q I meen, I may interrujt you---and I imagine 
members of this Committee will wmt to ask questions 
---but, if you teke it up in that form it will be 
convenient, 

A First of all, I would like to mention 
that the work of the Association covers a period of 
three and one-half years. During that time the 
Board of Governors held 146 Board me?tings and 
approximately 300 Committee meetings. 

Q Did they receive any remuneration? 

A No remuneration whatsoever, except out-of- 


pocket expenses. 
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BY wR. JANASi 


Q How are they appointed? 

A The first Board of Governors was appointed by 
the Lieutenent-Governor in Council. They were re- 
elected by acclamation in February 1949, The regu- 
lations of the Association provide for an election 
each year. 

One of the first matters the Boa@d of 
Governors was concerned about was the sale in the 
United States of securities from Ontario, As a 
result the first Chairman of the Board of Governors 
paid a visit to the Chairman of the Onterio Secur- 
ities Commission, at that time Mr. McTarue, and asked 
him about the problen. Mir. MeTague, just prior to 
that time had written a decision in the Canadian 
Securities case. This decisiion is dated March Ist, 
1948. I would like to read the appropriate part, 
in order to get Mr. McTague's exact wording. 

"Under the Ontario Securities 
Act registration is granted brokers 
and dealers for the primary purpose of 
trading in securities in Ontario. It 
may be that sales may be made in Ontario 


in a legitimate way to residents of 
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the United states: however, registration 
surely cannot be obtained in arin prac- 
tically entirely for the purpose of selling 
securities in the United Stetes not quali- 
fied therc and by methods conirary to the 
law. of that country and the various states 
of that country. ‘ie do not deem it to - in 
the public intcrest that we should license 
brokers and dealers for the purpose of per- 
mitting them to violate the security laws 


of another country on a wholesale basis." 


So the Chairman of the Board, of course, 
delivered that information back to the rest of the 
members of the Board and thet vas a matter of guid- 


ance for us from then on, 


DY in. JAN: 
i) How, many members have you in that organization’ 
A "e have 164 now. 


WR. luclaGUL: tow many governors? 
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BY WR. JANES: 


Q And how meny governors? How many are not 
members of the Association, that is, dealers? 

A I d® not quite get what you mean. 

Q How many governors have you and how many 
broker-dealers are not members of your Associc tion? 

A je have nine governors in the Asm ciation, 
three of them representing members of the Toronto 
Stock Exchange. Five of them represent people who 
are not members of the Toronto Stock Exchange and 
one of them represents the salesman group. At the 
present time I am not exactly sure how many broker- 
dealers there are who are not members of the 
Ass ciation, out I “ould say in the noighborhood of 
12 or 15. 

Q They are not represented in your orsmiza- 
tion at all? 

4 ‘~—Broker-dealers who are not members of the 


Associationsrc not represented. 


MR. JOLLIFFE: Mr. Lemox told us that he 


thought there was only one, 


THE CHAT-WAN: One broker-dealer who is not 


a member of the Association. 
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MR. JOLLIFF2: Yes; and he said that that 


was just an incdvortence, 


THE JITNESS; There are some members of the 
Toronto Stod Exchange who are registered as brokers 
and who also carry on with registration as a broker- 


desler, 


TH CHAIRMAN: Yes; but I think iir. Janes' 
question was how many broker-dealers are not members 


of the Association, that is, of your Association? 
MR. JANES: Thet is the question. 


THS CHAIRMAN: Broker-dealers would include 
members of the Stock Exchange if they were alw® regis- 


tered as broker-dealers. 


THE ‘IINESS: If I could see a copy of 
the 4pril bulletin for the Commission of 1951, I 
could answer that question. (referring to document) 


There are nine, 
BY MR. McTAGUE } 


Q May I try to clear that up for the Committee, 
Are those nine all Stock %xchange houses? 
£ No. There is one of them who is not a 


Stock xchange house, 
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Q But, the remoind er of them are Stock Exchange 
houses? 

A Yes. 

Q ‘nd then, of the members of the Torcnto Stock 


Sxchange some 28 houses belong to your organization? 
Is that correct? 

A 28 member houses and four affiliates. 

Q Then, would you not agree that Mr. Lennox’ 
reference was to one broker-dealer? 

A Yes 

Q Yhoismt in, and that was by inadvertance 
as he explained? 

A Yes. Tht is the reason that I pointed out 


that these others were members of the Uxchange,. 


wR. JOLLIFFE: I think he mentioned that, 
too. 

THs “7ITNESS: I might mention that the reason 
for that is that these members of the Toronto Stock 
Exchange do not engace in primary distribution to the 
public, 

MR. JOLLIFFE: I think Mr. Lennox" explana- 


tion was that they wished to hold a broker-dealer's 


license just in case they ever became involved, or 
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might be considered to be involved in primary distri- 


bution, 
BY THE CHATRMWAN:;: 


Q Than, of cll those broker—dealers who do 
engage in jrimary distribution there is only one 
who is not a member of y-ur Associetion? That 
would be the effect of this? 

A I am not sure thet he does engage in primary 
dis tribution. He may. 

Q He may not, even? 


A Yes. 
BY MR. JANES 3 


Q Do you have any regulatory control of the 
members of your Association? 

A Yes. ‘Je have a considerable control under 
our reguletions, 

Q If a man was dealing illegally, or in 
an undesirable vay. for instance -- 2nd we hcevs bern 
listening to evidence about the telephone sales 


business-= 
BY MR. McTAGUE: 


Q Perhaps it would be well for you to go over 


your regulations with respect to, particularly, ethical 
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conduct. Right now micht be a good time. 
First of all, tell me who passes the regu- 
lations? 

A The regulations are made by the Board of 
Governors, they are approved by the Ontario Securi- 
ties Commission, they are filed with the Ontario 
Registrar of Regulations and at thet time they become 


effective. 
BY lik. JANES: 


Q Are they approved by your orsscization as 
a group or just by the Gov:rnors? 


A Just by the Governors, 
BY MR. DO''NER: 


Q Zach member would get a copy of the regula- 
tions, nevertheless? 

A Yes. The Beard of Governors has very 
broad powers to govern the Association through the 


definition of “unethical conduct." 


iiR. JOLLIFF2: I suppose you have copies of 
those regulations. I do not think they have been 


filed. 


MR. McTAGUE: Yes. 
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BY lik. MceTague: 


Q Give the highlights with respect to the de- 
finition "unethical conduct"? “hat power do you have% 

A The Board of Governors has power to fine any 
member or associate member guilty of unethical con- 
duct after a hearing. The definition of "unethical 
conduct" is very broad. It reads, in the interpre- 
tation regulation, namely, regulation, No. l, as 


follows: 


"(f) ‘unethical conduct! shall mean any 
act, advertising, conduct, manner of 
doing business or negotiation which is not 
in the public interest or in the interest 


of the Association and shall include,- 


"(4) any violation of the securities 
laws of Ontario, 

"(4i) any offence committed under the 
Criminal Code (Canada), 

"(iii) any representation, written or 
oral, made with the intention of 
effecting a trace in a security, 


which is false, fraudulent or 
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misleading, 

"(iv) any unconscionable consideration 
which is paid or given in respect of 
a trade in a security. 

"(v) any unconscionable profit which 
is made by any person or company in 
respect of the purchase and sale of 
a security. 

"(vi) indistriminate solicitation of 
orders for the purchase or sale of 
securities either by telephone, 
telegraph or otherwise, 

(vii) misleading or attempting to mis- 
lead the Board or any committee, audi- 
tor, investigator or person appointed 
by the Board in respect of any 
material matter, 

"(viii) failure to keep proper books of 
account and records in accordance with 


the requirements of the Commission, the 
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Board or the association auditor, 
"(ix) conduct of such a nature as to 
bring the securities business into 
disrepute, and 
"(x) any act, advertising, conduct, 
manner of doing business or nego- 
tiation directly or indirectly in 


furtherance of any of the foregoing." 


Q Vhat provisions are there as to penalvies, 
or sanctions the Board may impose on someone who has 
been found guilty of "unethical conduct"? 
A After a hearing the Board of Governors may 
ind a member guilty of unethical conduct or a viola- 
tion of these regulations and censure him, impose a 
fine not in excess of ,1,000. on a member, or not in 
excess of »500, on an associate member. 

Q The associate member being a salesman? 

Yes; or suspend the member or associate member 


from the Association, or expel him from the Association. 


BY MR. JANSS: 
A Has anybody ever been fined or expelled? 


A Tes’, 
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BY MR. MoTAGUE : 

Q You might as well deal with that now. 

A In 1948, which, of course, was a period 
of ten months with a considerable jsriod of organiza- 
tion in the Association, 13 cases of disciplinary 


matters were deslt with and six members were fined 


$650.00. 
Q That is the total number fined wes six? 
A Yes. 
Q The total amount of fines on the six? 
A Yes; members and associate members. Four 


members and associate members were suspended and one 
expelled, 

In 1949 there were 34 disciplinary cases 
dealt with by the Board. 20 members and associate 
members were fined a total of $4,205.00. There 
were no sus pensions. There were five expulsions. 

In 1950 there were 43 cases dealt with by ths 
Board. 25 members and associete members were fined 
$3,105.00. Five were suspended. Four were expelled. 
In 1951 there were 27 cases dealt with. 

Q That is, to dete, to July lst? 
A Up to ea Seven members and associe te 
members have been fined for a total of $705.00. 


Six have bem suspended. Eleven have been expelled, 
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Thet makes a total for the three and ore~half year 
Lite of ths Association of 117 cases dealt with, 
approximately; 58 members and assocr te members 
fined for a total of $8,665.00; 15 suspended; 21 
expelled, 

I might mention in connection with the 
expulsions that, with one exception, these were as 
a result of investigations conducted by the Ontario 
Securities Commission because our Association des 


not employ investigators, 
BY MR. HOUCK: 


Q Are the decisions of the Board final or has 
a member any right to appeal? 

f He has a right to appeal to the Securities 
Commission. I should say, he has a right to have 
a review by the Securities Commission and he cam 


appeal to a Justice of ths Suprzms Court, in spp2al. 


THE CHAIRMAN: Of course he would have that 
right irrespective of their regulations, with 
respect to his license. MThet is, if the Securities 
Commission decided he has not committed °n off nes, 
sufficisnt to warrant the cancellation of his 


license, they would allow him to keep it. They 
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have that power. So, he is not entirely in the 
hands of the Board of Governors of the Broker- 


Dealers Association. 


' 


MR. GRUMMETT: That is, the Commission does 
not have to accept the decision of the Board of 


Govermmors at all, 


THE CHAIRMAN: No, not with respect to his 
license, The Broker-Dealers Association might decide 
they did n.t want him as a member, but the Securities 
Commission could allow him to retain his license 


whether or not he is a member. 
BY iR. DO INGR; 
Q How mamy appeals from the decision? 
BY MR. JANIS? 


Q Vhat became of those people? 
A Do you mean, Mr. Dovner, from suspensions? 


4nd expulsions? 
BY MR. DOINERS 


Q 166, 
A There have beem a considerable number of 
reviews by the full Commission, if that is what you 


mea by “an appeal." 
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Q Yes. It is the same thing. 
A Of course, the Broker—Dealers Association 
and the Ontario Securities Commission taks action at 


approximately the same time. 


Q How many members have you altogether? 
A We have 164 members, 282 associate members, 
a These cases are either with respect to 


imnembers or associate members? 


A Yes. 
Q In other words, one-third? of your member— 
ship has been in some sort of difficulty at some 


time or another? 
A Yes. A little less than one-third; 164 and 


282 against 117. 


MR. McTAGUE: Of course, it is like the law 


of diminishing returns---it is always changing, 
MR. DU NaR: Getting smaller, we hope. 
BY MR. JANGS: 


Q Did any of those continue in business, that 
is, any of those expelled parties? 

A No. The Ontario Securities Commission and 
the Broker-Dealers Association have always sotten almg 


very well on that matter, 
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BY MR. McTAGUE: 
Q I did not mean that. Were any of thosc 
expelled re-admitted to the Broker—Dealers Associa- 


tion? 
MR. VILLGNEUVE: Yes. 


THs IITNGSS; I cannot think of one who was 
expelled who was re-admitted. Some of those who 


have been suspended have been re-admitted, 
iiR. DO'NiR: That is a different thing. 


BY Min. JANES: 


Q In each case the Commission cancelled the 
license? 
A Yes, 


BY iiR. GRUMMETT: 


Q You have no assurance that they disappeared 
completely from the broker-dealer business or the 
stock trade business? 

A No assurance except, of course, that if they 


are operating in any capacity they are breaking the 


law---that is, if they are selling stock. 
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BY MR. VILLENEUVE : 


Q Operating without a license? 


A Xes, 


WR. McTAGU2: There used to be quite a number 
of prosecutions, as you will recall, when you were 
at the Commission, on account of people selling or 


dealing with securities without a license. 


Q hat is the situation of late years as far 
as th:t is concerned? Are there many »rosecutions 
of that kind? 

A There have been a considerable number of 
prosecutions, I believe, by the Ont: rio Securities 


Commission for selling vithoi t a license, 
BY MiR. JANES : 


g But, your responsibility is directly to the 
people who have a license? 

A Yes. 

Q Uf course, I think, primarily, that is our 


responsibility, too. 
MR. DOWNER: Yes. 
BY MR. JOLLIFFE: 


Q You are concerned with members of your Associs tion? 
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A Yes; that is right. 
Q You have no authority over any others? 
A No; we have not. 


BY MR. DO INR: 


Q But, they are all members, except one, -- 
all the dealers? 

A Yes; all the broker-dealers, Of course, 
there is the Investment Dealers’ Association, They 


are dealers, 
BY MR. HOUCK: 


Q hen the Onterio Securities Commission 
receives a complaint about one of your members do 
they report that complaint to the Board of | 
Governors? 

A Sometimes they take it up with the Board 
of Governors, but we have an understanding with 
the Onterio Securities Commission that if they 
are going to suspend, expel or prosecute one of 
our associate members they will give us an oppor- 
tunity to say something on his behalf, if there 
is anything to be said, unless, of course, it is a 


case where very summary action must be taken. 
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‘BY MR. JANES: 


Q ‘YJould the Investment peelevs? Association 
have much the same set-up? 

A The Investment Dealers' Association is 
jneorporated under a Dominion charter. They are 
Dominion-vide and have various districts, throughout 
Canada, but Ontcrio, I believe, is the central 
ditrict. 

Q They control their actions, the same as your 
organization? 


A Yes; they do. 


BY iiR. DO N:R3 


Q On what do you base your fees for your organiza- 
tion? 
A The fees for both members and associate 


members coming in initially have been increased recently, 
but up until the last few months they were $150.00 

for applicents coming in with their principal place 

of business in the cities of Toronto, Hamilton, London, 
Ottawa and Jindsor; $75.00 for the smaller cities 

outside of those five cities; 25 00 for the towns and 
villages. 


The renewal fees annually "ere the same; 
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but just recently we have doubled the initial applica- 
tion for membership fee and in the case of the 
associate members up until recently it was $10.00 
a year, with a renewal fee of $10.00 a year. Recently 
the initial fee has been stepped up to ‘350.00 and 
the renewal fee to $25.00. 

Q That is, generally? 


A Yes. 
BY MR. VANESS 


Q Do you auticipate losing any members by 
reason of that fee? 


A Definitely not. 


BY MR. JOLLIrFS 


Q The question is, is the fee prohibitive? 
MR. DO NER: Apparently not. 
BY liR. JANES: 


Q Do you know anything about the reculatory 
actions of the Investmat Deslers't Association, that 
is, whether its casualties are as high as yours, 
or how do they corespond? 

A The Investment Dealers' Associetion has 
been in business for many years. They Mmve done 
their housecleaning. We are in the process of doing 


Ours. 
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Q I undorstend. That is a good answor. 


BY MR. GRUMOTT: 
Q. Regerdins the focs, if « housc has 4 branch 
offic. in «nothcr town, would thet housc pey double the 


foo as laid down for onothcr city? 


A No. 
Q. For instsnec, one in Toronto “nd inc in “Jindsor? 
A No. Wo have no fcoos for branch offic2ss but tho 


Ontario Sccuritics Commission has. However, they must 
make an application to us if they intend to open a 


branch office and then we apyrove or disapprove of it. 


BY MR. HOUCs: 

Q. Outside of your Bord of Governor's meetings, 
do you at intervals have a meeting of the members as a 
whole? 

A Yes. The regulations call for an annual meeting 
and in addition we have had two special general meetings 
of members and we have had one special general meeting 
of associate members. 

‘BY MR. GRUMMETT: 
Q. What members of the Board of Governors con- 
stitute the committee to which you referred? 

A There are various committees of the Board. [In 


order to assist the Committee here I have a chart which 
























(eae ath, eth bast ‘Boog: hes ved am 
a 4 - ik; 

te ii | en | 
” : a Pe ys : a; : ects NAY 7 aac ; 
7 f } ra ait 
y 


. PROS! 0) Chak ate EO Ey: 





bas . ; ’ ee 


he 


uO D! ig ceil ay: thon ead coon yak sont! | 





i 
BY es ete : =) 
oa my o aad 1% are 0% wad be a Vie ae! i, 
te vii Wig. Tw 
i : J Ri i a ie a mi wee nae i ‘AN , *al i oN Bo 5 y 
Seen oc nt OR ee ! 
i nd a , : Pay Hy : ni 
TORO AE Cap obi,” Oe ROB aes aie Bc ide a +t ee f a 
Fe Ii he i i iy ‘ in i fro un i) : i a , o ? 
ft Sbaibn) ana Seen : aie ie oe tA ae 


PCO GA ROBE Lm inee, Ab tua Laieg dold2ao9 8 4 fst A0 


Heals) OS. Selly Be eraal eae ae OF! fy act Agor. ae "ah olan a ay 


w ee } 
a. | } ses je mn ! i : 4 i; fi 
eR DO! VES SUR EAE DANG Screg ei ke rea ee iM ee akties Aah ane ig 
ahaa ‘ ‘ oe ae 7 es Eva A ay Thy ie | 
e - re ey } 3 ' Hy ' 
f * 5 re Eh es Sat, oF fn a SO CS a ae : 


oan tr Avery ris , de Bon ; aT ate i Ke ar j 
fgree eats My SO YOR awe Te Feces. wae “abt - vou # nnd teak “* 11) 
PA A ‘ 4 J . ‘vt 7 i 


ave riya RPT Ce er et Ra ‘pheenet” ‘aiawres baad ‘8 KOK. OB) 


k iy, ; B ee - - fe , 
« Me ye - i P or i -Petona F | 


va 
radi 


Shenton Tienes (ae bees inns K eit PS ei 1 ge oe ri 


, BALE He) Lge pited Y Lateoge ‘gine bed aved on hae ‘axednan oF i 
Gras ce 5 - , ; +a - ; fi 





Lo: 


+104), SAL y OF). (a i agan net ™ 


os SD opt oe gay) te btw, a pa i 
ery tio 7, "1 ¢ sao AY ari: 2 


t Chad i es 
mes Ph hee # te. sted amg: a9. eke 


Ntad ye 





oLod Wismer 


I can show; you which shows the most import comuittees. 


In addition, there are other special committees which 


BY MR. McTAGUE: 
Q. You might read some and have it in the 


record. 


BY MR. JANES: 
Q. re any Broker-Dealers members of the Invest- 
ment Dealers' Association? 


A le have ---= 


THS CHATHMAN: I suppose we could file this 
chart as an exhibit, and it may save having to read 


0S Agee oe ee a 


EXHIBIT NO. 135:- Chart of 
Organization 


THE /JITNESS: We have two members of the 
Toronto Stock Exchange of whom I can think offhand, 
who are members of all three organizations. 

The main comuittees are the Finance Comnittee, 
the Audit Committee, the Membership Committee, the 
Discipline Committee, the Legislation Comiuittee, the 
Price Spreads Comnittee, iiembers' Literature Committee, 


the Public Information Committee, the Education 
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Committee, the Salesmen's Committee and the Quote 


Committee. 


BY MR. MCTAGUE: 

Q. Perhaps you could get back to the chrono- 
logical order, subject to further questions, which may 
be asked you. 

A I would like to mention that there was a con- 
Siderable time lag in getting the Associétion in 
operation because it was necessary to complete the 
drafting of our regulations and in addition we had to 
decide upon our membership and associate membership fozms 
of application, our membership and associate membership 
certificates and to get started on the preparation of 
financial statements for members. In addition, we had 
some little difficulty getting office space. ‘Je did 
not get that until about the end of March. 

I mention these things to show that it took 
a little while to get the association goings and start 
organization, 

If the members of the committee are interested 
I have forms of application here for membership of 
members and associate members. 

BAHIBIT NO, 136:- Application 


for membership form in 
the B.D.A. 
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HAHIBIT NO. 137:- Application 
for associate membership 
Som in the BDA. 
You will notice that these forms are very similar 
to the ones used by the Ontario Securities Commission 
for registration as a broker-dedler and for resistration 
as a salesman. 
The first matter that the Board of Governors dealt 
with was applications for membership. It was decided 
to leave the applications for associate membership over 
until a later date. 
Under Section 58 of the Ontario Securities Act, 
it was necessary for the Board to appoint an Association 
auditor who was an auditor who had practised in Ontario 
for a period of ten years. 4S a result, on May 5th -- 
Q Will you run over what his duties are? They 
are substantially contained in the Secutities Act, 


itself? 
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A Yes. Some of them are contained in the Secur- 


ities Act, but there is ea reference there as well to 


our regulations, 


Q Just tcll tho Committco whet his job is. 
A His job is t2 send out the finoncial strto- 
mont forms to the pancl cuditors, Each momber of 


the Association has sn auditor of his own who hes boon 
named to a pancl by the Board of Govemors, Oneo © 
yoar wo havo © permenont annual cudit, which is as 

of November 30. Then thcre is a surprisco audit in 
the intorvoning p. riod. These: finenci-l stctomnts como 
in from the panel cuditars to the Associ tion auditor 
who oxamines thom and reports back to tho Borrd 

of Governors on whether or not cach mombor of tho 
Associ:.tion is in a satisfactory fin-ncicl position, 
If he is not thon the Board of Govomors ern procced 
to tcke action against him, “all of thosc e-scs are 
dealt with by number, Tho Board of Govcrnors nevor 
knows whieh member they are dealing with; thoy only 
know the facts concerning the case. From time to 
time the Associ. tion's auditor may be directed by 

the Board of Governors to go out and examine tho 


member, They sometimes 


ey) 


financial affairs of 


5 


got informstion tht a momber may be in financial 


Me 


difficultics due to the way ho is conducting 
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Ri atbueinesas The Associction *s auditor will go 
out, make an examination and report back to the 
Board, Thos: arg, gcnorally, the dutics ho carrics 
on. 

Q Has the Board of Governors, as a result of 
audit, otherwisc, had to take action cgainst any 


of the members? 


A Yos. There have been quite « few suspon- 
sions. 
Q, For what? Whet is the requirement which 


these poople violato? 

L Ie have certein capital requirements which 
have been laid down. If a member of tho Association 
is fincneing one mine he must have $1,000 liquid 
espitals; if ho is ec: rrying on ae geonoral brokcrago 
business end he is incorporated he must have $5,000 
liquid cspitcl, unincorporated $2,000. 

I might mention here that when a mombor is 
coming into thc Associ tion we require him to have 
wo ,000 liquid capital but then ho may go out end 
engage in sponsoring an issue and aftor he has sont 
out some literature the Board of Governors consider 
that $1,000 liquid ecpit:l is sufficiont if he is 


only sponsoring one mining issuc. 
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Q Are there anvexpule lone at all? 
A Ti. cre is one case which I remember very vividly, of a 
broker-dealer in Port Hopse, Oztario. 
It came to the attention of the Association's 
auditor that he was bordering on insolvency. The case 
was reported to the Board. They did not like some 
features of it, so they immediately turned? she matter over 
to the Ontario Securities Coxmission for investigation. 
As a result, the Commission found that he had been 
stealing clients' funds. 


He was convicted and sent to the penitentiary. 
BY THE CHATRwAi: 


Q What do you mean exactly by "iiquid cavital" in 
the sense you use it? 

A By “Liquid capital” I wean actual cash in the bank, 
that is, securities he has put up which are marginable under 
the existing margin requirments of the Toronto Stock Exchange, 
or government bonds, 

Q Would that be over and above all liabilities? 


A Yes, 
BY MR. McTAGUE: 


te) You mean working capital? That is, capital ina 


liquid condition? 
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BY liR. JANES: 


Q The auditor probably finding that thoy were 
not in ea secure position finamcially, by cuditing 


found also that which would come undor unethical 


cases? 
A Yos; very ofton,. 
BY TH. CHATRMAN; 
Q This liquid ec:.pital would have to be main- 


tained at those steted amounts so long as he carried 


on busincss? 


Q That’ is, they would have to maintain that 
much liquid ccpital during thc course of thcir 
business? Tht is the practise? 

A Yos. I might mention the fact that the 
Onterio Securitios Commission is conducting what 
they call "snep audits"from time to time in order 
to mako sure that thcy do retain th: t «mount of 


capital in their business, 
BY MR. McTAGUE: 


Q I take it your members are subject to the 
audit requiremcnts in the Associetion and, at the 


some timo, ars subject to order by the Commission 
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end both processes are going on ell tho time? Is 
that right? 


A Yos. 
BY MR. JANES: 


Q How ofton docs your Association do an 
audit---at any time you tckc « fancy? 

A Toe have an annual date as of Novombor 20 
when all mombors arc cudited and also & surprise 


audit in the intorvoning pcriod. 
BY MR. McTAGQUE: 


Q A surprise audit, without warning? 

A Ycs, 

Q Yos. Go ahcood with your cvidence, 

A Another problcom which concecmed the Bonard 
of Governors in thc early stagos of the Associn-~ 
tion was the selc by some sccurity dcclors of 
securitios that wore at a price fer in oxcoss 

of tho current over-tho-countcr merket pricoc or 
without having an over-the-counter markot at 

all; so, as a rosult, e committes of tho Board was 
appointed end they approached Mr. McTaguc, who 

was thon Chairman of the Commission, and he 


advised the Associction tht the Ontario Sccur- 
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ities Commission did not require a broker-doaler 
to run a market “ee stock which ho was distributing 
to the public. About tho middle-- 

Q You were using the term "security dealer." 
Th:.t has «a techniccl meaning. I wonder if you 
wou!d make it cloar to the Committoo, what you meant. 
The securitics dealers and the pee tage Tia ar © 
not the same under the Ontario Securitics Act. 

A The reason I used tho torm “"socurity derlor" 
was so that it would be cpplicablce over the entire 
brokerage field, not just applicable to the Brokor= 
Dealers Associ*tion. 

About tno middle of May, in 1948, thc Board 
commenecd desling with applications for associc te 
membership, but at that time they had not yot oxor- 
ciscd their prerogativo under tho regulations to 
meke associa@c mombership in the Associstion compul- 
sory. That came lator, 

I montiohed to you about tie permancnt 
onnuol audit. There is enother point. The mcombors 
of thc Association who are also mombers of tho 
Toronto Stock Exchango have their auditing dono 
by the Stock Exchange auditor, but we requiro a 


certification from the Exchange euditor onee a year 
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thet they have mt-th- exchenge audit requirements, 
BY wR. JANE S$ 


Q To go back to sonothing you s:id 2 minute 
ago, about tho associate members, you said somc thing 
about thoir momborship bcing compulsory? 

A Yes. 

Q Just wh t does that mean? Does th:t mean it 
is compulsory--~ 

A The Board of Governors latcr on in 1948 
made it compulsory for thom to be associate mombors 
if their omployors were membors, with the oxception 
of mombers of the Toronto Stock Exchange. Their salcs— 


men and customers’ mon do not have to be associcte 


members, 
Q I understand, 
BY wR. McTAGUE; 
Q “het comes next? 
A The Board of Governors found that tho 


members end associate membors of tho organizetion 
had a very poor knowledee of tho provisions of the 
Ontario Sccuritics Act; consequently, they instructed 
mo to decal with sections of the, Act pices by: pisces 


and sct them out in e bullctin which wo sond out 
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to the members and associate members. We found that 
if they could read those sections One at a time with, 
perhaps, a small anotation at the bottom, it was not 
very long before they knew what the law was. We did 
find it helped them a lot. For a short period we dis- 
continued it and we found out they were asking for it. 
Q You conduct a bit of continuous education on 
that basis right along? 
A Yes. Actually, in the bulletins as they go 
Out now, even though we have covered it before we still 


put in sections of the Act for them to read, 


BY MR. JANES: 
Q. Probably this is not a fair question, but 
how many members of your Association would you know 
of dealing in telephone selling? It is probably not 
a fair question. 
A I would say that every member of the Association 
uses the telephone for selling who is emgaged in 


primary distribution. 


MR. McTAGUE: You mean an illegitimate business 


in the United States? 
MR. JANES: Yes. . . : 


MR. DOWNER: You mean the fringe operators? 
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THE CHAIRMAN: Not necessarily fringe operators, 
because , as it is pointed out; there are circumstanees 
under which telephone operations to the people in the 
United States might be perfectly legitimate, in which 
might be involved dealing with registered securities in 
the United States. The telephone conversation might be 


quite within the confines of the Act. 
MR. DOJNER: Yes, 


THE CHAIRMAN: So that I suppose what you have 
in mind is how many are selling by telephone to the 
United States securities which are not registered in the 


United States? 


MR. JANES: Yes. I am trying to get at how many 
of the membership would be causing difficulties. Ifa 
member were dealing lawfully in a legitimate way he 


would not be causing difficulties, 


THE WITNESS: I would say that there are about 
45 who have had difficulties with the United States 


authorities. 


BY MR. DO'NER: 


Q. Is it not possible to weed out those 35? 


THE CHATRMAN: On the other hand, you spoke 


about difficulties with the United States authorities, 
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can you elaborate on that a bit? There may be different 


kinds of difficulty, some more serious than others. 


THE WITNESS: Postal fraud orders from the 


United States, and fictitious orders. Those are the two. 


BY MR. McTAGUE: 

Q.- I think you have sufficient experience and 
you have had enough contact with all your members to be 
able to give some idea to the Committee of what you mean 
by those things. What do they indicate, how are they 
Obtained and so on? 

A The fraud order and the fictitious order are 
issued by the Postmaster-General of the United States. 
They are publicized in a Post Office bulletin which is 
sent out to all the postmasters in the United States. 

Q Can that not be done by the postmaster, his 
agent, ex parte --- that is, without hearings --- in 
the case of non-residents of the United States? 

A Yes. 

Q It is a unilateral act on the part of 
representations which may be made and so a fraud order 
is made there without a hearing as far as the person to 
whom it is aimed is concerned if he is not a resident 
of the United States? 


A Yes; that is right. 
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Q What is the fictitious order? Tell us about 
that. 
A The fictitious order was a peculiar thing. The 


Postmaster-General of the United States started issuing 
this against broker-dealers who were not carrying on 
business in their own names and were not incorporated. 
We had one member of the Association who had only been 
in business for a period of two months. I understood 
that he sent very little literature into the United 
States, but, about seven or eight months later, a 
fictitious order was issued against him. Actually it 
has the same effect, as far as the mail is concerned --- 
stoppage of mail --- as a fraud order. 

Q You mean a fictitious order is an order which 
is issued in the case of a person who is not using his 
own name? He may have purchased somebody else's business? 

A Yes, 

Q And he may be continuing under the old name? 

Is that right? 

A Yes, 

Q If he does that, and the original person has 
disappeared, a fictitious order may be issued? Is 
that correct? 

he Yes; but, they only issue those fictitious 


orders for a very short period of time, They were 
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issued against about 12 members of the Association and 
they they were stopped. They have not been resumed 


recently. That, I believe, was in November, 1949. 


THE CHAIRMAN: A fictitious order would not 
indicate at all any fraudulent act or any irregular 


dealing. 


MR. McTAGUE: If I may be permitted to explain, 
Mr. Chairman, it is perfectly legal amd perfectly proper 
for somebody who is in a law firm to carry the name of 
a deceased member of a firm in Ontario. It is illegal 


in Quebec; you have to change it. 


THE CHATRMAN: The same with the broker and anyone 
else. Take the case of a man who buys a hardware store. 
He can carry on under the name of the one from whom he 


buys. That is done all the time. 


BY MR. GRUMMETT: 

Q. Suppose a man carries on business as a 
broker-dealer, he dies, then according to the regulations 
his sone cannot carry on the business under the previous 


name ? 


MR. McTAGUE: He would be subject to a fictitious 
order. 


BY MR. JANES: 


Q. With respect to all these men against whom 
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fictitious orders were issued, were they all carrying on 
with a trade name in that way or were they using a 
trade name some place to cover up their actions? 

A No; they were not using a trade name, necessarily 
to cover up their actions, 

In one case two partners had bought out the 
business of another man and wanted to continue in that 
name. They had a fictitious order issued against them. 
The effect of it was that when anyone in the United 
States endeavoured to send them by mail it was stamped 
"Fictitious' This mil returned by order of the 
Postmaster-General." This mail was then immediately 
returned by order of the Postmaster-General of the 
United States. In the case of a fraud order it is 
stamped "Fraudulent. This mail returned by order of the 


Postmaster-General of the United States," 


BY MR. McTAGUE: 
Q. Fraud order, fictitious order. 
A That is all; just the two. 
Q What about these orders called fraud orders --- 
cease and desist orders and so on? 
A The cease and desist orders as a rule are state 
matters. When a broker-dealer sends mail into a given 
state without having complied with their law the 


securities administrator may send him a letter advising 
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him to cease and desist from violating securities laws 
of that state. 

In the case of New York State they her tort use 
the cease and desist procedure. They use a temporary 


injunction which is followed by a permanent injunction. 


BY THE CHATRMAN: 
Q. That is an order which would have to be made 
by a judge of the court, I suppose? 
A In some states, lir. Chairman, it is made by a 
judge, but in most of them it is merely an administrative 


act by the securities administrator. 


BY MR. McTAGUE: 
Q. Oh; but, the injunction order is usually 
made by a judge? That is the New York practise? 
A Yes. 
Q What about the Pennsylvania practise? Do you 
remember that, particularly? 
A I cannot recall it, offhand. 
Q That is, the procedure by indictment in absentia. 
It is their substitute or equivalent of cease and 


desist orders of some of the other states. 


BY TH! CHAIRMAN: 
Q. With respect to these fraud order of which 


you make mention, many of these broker-dealers you 
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mention are subject to fraud orders. Give us the total 
figure. You say some were fictitious orders and some 
were fraud orders. Have you that figure as to how many 
were affected by fraud orders? 

A Offhand, Mr. Chairman, I would say that there 
would be about twenty or twenty-three who woulda have 
fraud orders against them. 

Q Do you know the basis for a fraud order in the 
United States? These, of course, are orders made by the 
Security Exchange Commission, 


A Yes, always. 
MR. McTAGUE: Now. 


BY THE CHATRMMAN: 


Q. Well, -- or, by the postal authorities? 
A Or, by the postal authorities. 
Q Ex parte, without, necessarily any hearing at all? 


Certainly without any opportunity for the broker to put 
in any statement or any defence? 
A 268, 
BY MR. JOLLIFFE: 
Q. Is that right? 
A When I was in Washington, in June, 1950, I asked 
Mr. Milton Krohl, the assistant general counsel of the 
Securities and Exchange Commission, what the procedure was 


leading up to a fraud order and he said that in most cases 
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the Securities and Exchange Commission gathered to- 
gother the material, which was placed before’ a Grand 
Jury. The Grand Jury indicted, the indictment was 
secret and the information was then passed on to the 
Postmaster-General who proceeded to issue a fraud order, 


if he saw fit. 


BY THE CHATRMAN: 

Q. Do you know what they have in mind when they 
speak of "fraud" in connection with those orders? Does 
that cover offences which may have very little, if 
anything, to do with a fraudulent misrepresentation in 
the ordinary sense? How wide is that expression? 

A I would prefer to leave that to Mr. McTague 
put I understand that in the United States Post Office 
Act there is a definition of "fraud" and in the Securities 
Act there is a definition of "fraud." 

Q I suppose the definition which would apply 


in this case would be the Post Office definition? 


MR. McTAGUE: No. that is the trouble, 
The Post Office Act is a very old Act. Its definition 
of fraud is very much as we indore tent "fraud" as far 
as that goes. The Securities Act introduces a number 
of things which are called "fraud" and which we do not 


understand as fraud at all. 
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BY TH CHATRMAN : 
°Q. With respect to some of those fraud orders 
made by the postal. authorities, do they cover some alleged 


fraud as defined by the Securities Commission? 


BY MR. McTAGUE: 


Q. Tell the Committee of one case which was --- 


THE CHAIRMAN: I think we should hear exactly 


to what this amounts. 


THE VJITNESS: There was a member of our Association 
who had a fraud order issued against him from the United 
States. He was promoting an oil company in the Province 
of Alberta. 

As I understood it the properties were actually 
held in trust for the company but a statement was made 
that the company itself, did not own any oil properties 
in Alberta at all and, of course, that was followed in 
the United States by some publicity. 

Subsequently a fraud order was issued against 
him. He proceeded to fight it in the United States 
courts and subsequently it vas revoked. 

Another case of a member in the Association; we 
had a@ newspaper man come into the office who wanted to 
get some information on the Association. 


He told us that a newscaster had deliberately 
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sent a return coupon in to a member of the Association 
so that the member or a salesman woulé call him on the 
telephone. They proceeded to record or take the con- 
versation down in shorthand. A night or two later on 
the newscast this broker-dealer was taken to task and 
subsequently a fraud order was issued against him by the 
Postmaster-General, 

He had been in the securities business for a period 
of 17 years and had never previously had anything against 


him. 


BY MR. JOLLIFFE: 

Q. Is there not another procedure apart from 
the procedure of indictment? A ntimber of the United 
States postal orders seem to have been made on the basis 


of findings by examiners. 


MR. McTAGUE: They always are in the case of 


citizens of the United States --- always. 


BY MR. JOLLIFFE: 

Q. I am referring to some cases I have seen and 
on which the order is based on the findings of an 
examiner and some of them are quite lengthy and detailed, 

A Very often when a fraud order has been issued -- 
and we have found this out --- the tendency is that the 


members of the Associction will endeavour to use a 
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different designation; instead of saying "Joseph Doakes 
and Company, Limited,” they will put on "Joseph Doakes" 
on a return envelope to go in with their literature. A 
fraud order will come out then against "Joseph Doakes." 
That maysbe on the finding of the examiner. 
Q I am not referring to that procedure, at all. 

I have seen a number of these, and as a matter of fact, 
Mr. Lennox quoted one of them to us here on Wednesday. 
He quoted one, referring to an Alberta oil development, 
which involved a finding by a post office examiner and 
within that finding there was a quotation from a state- 


ment by an Alberta public official. 


MR. McTAGUE: I know that one, That has nothing 
to do with the United States. That is an Ottava matter. 
Blackstock, in Alberta, made the statement in connection 
with the S.E.C. and the file was Baers along with this 


statement. I saw the file in Ottava, 


MR. JOLLIFFE: It was actually taken in the United 
States, first. There was action taken in the first 
instance in the United States. I think ir. Lennos said 


that, too, 


MR. Mc TAGUE: I do not know that. ° I had to do 
with all that matter dow in Ottawa. I remember that 


statement very well. There was Somebody who had sent 


— 
— 


a. 


7 







































iit al y 
cel sy y 


So) at ad 
Pay reteh tt 


goused need" ill ae ‘bo Tootiat jal: 









Peesin ol cf eaane ‘do “Fd haw ‘yeas “ (PSs naka ee Bend “ad 
* pumoieans eee ‘Seige ete an ie Cae 
& . ,optutaeos hs ee “bee mt *e oF Sholbuad mbes ( 


Pr At ee es 0) mass Bae Bhat Pons ee: 
it atin nia “3h “anv frie ‘vebas oe 


N Saeni sige 





ae 


ts a 4 ba ‘ sai Nay 
oaiaere Piya te ‘eulbalt ode go" “sisson” ; 


. a cs Hee bi (t oy t voy oy “ 7 \ oe as mir Pes ce - ie a ee, ES Naa 
iia ts guubeobee Saat ‘Ot galeseter tom He er, 
A mon a ay ; Dig Le Z we ; . pe reese Al on ee 4 sed : ar AY fo en a ¥! a 


,tont So gevten's ee Bas vee ia eG “re oek sty @ door avad i 





= ~ 
ae bein cag 4 


aay aera yeaah) Wy ie i ¢ Brie ha i 
de imei Fe he ie a Os ee pane eS uns i" 
YelcenDeay qa etod el “BS ae ot #0 Mare! ‘poboup ones. ae 


ct EOS Sea oe te fi eae ante 9 bg 
; v 
ok 









,orreanyo fave £50 staetta ta _ ginirxston , eH0" pavoap 
: f Rare ary ane : mee ba eae BS Eg hhy a aes : A yal eae : cq met a Vat yen aS 
hua todtnexs sollto geod m yd yeten is Y bebtovat dott 


Oe rae eae MBs Si -K| uae oe serii by i oe ee 
efeie © moat Hottstoup' Ss eng ‘@xotid gutbatt Jed? aiftid be ae 


; PRON AR 8 bon Spor 


Ia tstTre Q2 King “noob ne = Fisdal 


‘ BOR aUi = mepenate 1, eee sree, a ge Rn ; 
anide eo TROT. Gsto sade ee) a fate vow ae 


e 


: ‘ 
Sve ie on a 
ae ah a J = 5 


CE Pa lp ORE IE VERE CRA: ee tr ey NaN “rss ree x 
soc iam BeatTo Ma es THIL see otats orua ode dvd q 


UVES smear ty a ene Man oer eee ne ge Ee | ed 
oo sae Ory ee Ne SE ay ; ee Dat hla TL. P 
Le cigiig’ ae. err rd ‘etd “ebsin .sisedta # f Vues rel 


a : aoe Leen a : See these x gin ae be see % ees ae 
tit. Ag dy siete boowed gov BLED oils ‘bab gues 
‘ = x ial woe | r y 
; eae a 5 eas 
Avaryo He ihe ots ‘woe 
ih = = on KS F n> Gate Ree! a hy sh . Et fF oe) ae art: ane 1, Pe 
oe ey she eure Be Scat ee! caer ah at x ackiy Le heh sae 
Seri feed: vil ausoa esr. pal “abt i0t ae 





ene He. ; oe np = yi Me oe ata eh porns le 
ia peat! Oe oso) re “ ao 





tock? edt HL aexad ‘ae fies ‘pow onedtt ages 


Lge ated fg 


bine eoiied or Muket 2 seeiedé, BSnal bein’ be ea eta 


A . . 3 
ae Sw ak t . ies 


ob ge t,, . ee tard gon 0b ce 
todd +e euainar J pete 
ae 
ba 
EN oh 


a fe ce aN 
ny aes Puy 


had 





S163 Wismer 


out literature to the effect. that a certain property was 
located, I think he put it, within a certain distance 

of the Red Water area, or something of that kind; whereas, 
as a matter of fact, it was in Lloydminster. They are 
fairly close to ane another, as far as that goes, 

An inquiry was made from the United States: to the 
Chairman of the Public Utilities Commission in Alberta 
and he stated what he believed to be the facts and also 
the opinion that it was mis-representation and so on. [I 


remember that case very, very well. I sav it in Ottawa, 


MR. JOLLIFFE: It was mentioned here on Thursday, 
I think by Mr. Lennox, as an example of reliance on a 
statement by a public official which he thought went a 


little beyond the scope of the duty of a public official. 
MR. McTAGUH: I agree with him. 


MR. JOLLIFFH: But, be that as it may, the point 
is that particular statements are to be found, as I 
understand it, within a report of a decision by an 
examiner in the United States upon which the United 
States Sostaneeetusieat issued a fraud order. The 
only reason I am raising the question is that I suggest 
that is another procedure which is sometimes used in 


addition to the secret indictment the witness has mentioned, 
THE WITNESS: Yes. That is possible. 


Q But, you are not familiar with the details? 
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A I am -not familiar with it. 
BY THE CHATRMAN: 


Q The print I was trying to got at wes this; we 
have heard a good doal about the fraud orders. It 
seems to me, from what I have heard in tho evidence, 
that some of thesc fraud orders---perhaps many of 
them---may be based upon some alloged offence which 
is much more trivial than othors but in somo cases 
it may be vary far removed from anything which one 
might normally regard as fraud in tho ordinary 
scnso but that it is some technicsl offence which 
is defined as fraud under the United Statcs statute, 

Am I right, or am I not right in that ? 

A We do not know; and, wo cmnot find out, 

Q So that the public-tion of notices of those 
fraud orders doos not indicate in any way tho 
ground on which they are made? 


A No. 


MR. McTAGUE: Put it this way, that people 
get confused hero whon they think of a fraud order 
or a cease and desist order, th.t an ordsor of thet 
kind is something in the nature of conviction after 


one has been tried. inp ae mot: It has no relation-~ 
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ship to that at all, It is something which some- 
body thinks Should be donc to initiates a ,;rocedure 
on the assumption he mey be guilty but hc has 


never been tried, People got that impression, 


TH CHAIRMAN: I think also they eset the 
impression that a fraud ordcr must imply an offence of 


quite serious nature, 
MR. McTAGUE: Thet is right. 


THE CHATRMAN: And, not some technical 
omission to fulfill some statutory requirement 


of more or less a formal notare,. 


THE “TITNESS: I can say that when I was 
in Vashington in 1950 it was mentioned to me by 
the assistant general counsel that they had turned 
Over to the Canadian postal authoritics cases 
against some of our members. You will reeall that 
there were twelve broker-dealcrs and:‘some 70 
others connected with companies th BrokormDoslers 
were spons) ring,and who at thet time had thoir 
mail stopped. It is just possible that the Canadiam 
Post Office authorities wore acting on informa- 
tion which had becn turned over to thom by the 


Post Office Dopartmont, but subscaquently all of 
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those mail bans were lifted. 


THE CHAIRMAN; So that, if this mail ban 
was based upon some offence of groat seriousncss, 
of great gravity, nd there was justification for 
putting on the ban one would think thore would not 


be much justification for lifting tho ban, 


MR. JOLLIFFE: Except for the loud noise 


which would be raiscd, 
BY MR. JANES: 


Q ‘jould you say thet those brokemdealcrs 
were ignorant of that United States' regulation, 
or law, or that they know they were broaking the 
law when they sent thosc securities and that infor 
mation out? 

A Oh, I think that thoy know thay are bréak- 
ing the laws of the United States, aiso the laws 
of the other provinces of the Dominion of ser geee 

Q That is the point to which I was coming. 
You gave us the list of the casualtics you had 
last year in yOur organization. ‘Then you find 
all that proof of "i\llcogal conduct*--- “ro thoss the 
right words--thcere must be a great many of thom 


who are breaking the laws oftho United States end 
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I cen see no excuse for that, because they are breaking 
tho laws of 2 foreign country, a country which has 
*no come=back and thorcfore no right to ask that 
those laws be changed. 
A In the first place, under our dofinition 
of "unethical conduct", it only mentions a violathon 


r 
| 


of the Securitios laws of Ontario. We are set up 
under a Publie Act of the Legislature of the Province 
of Ontario, 

I have a story to toll you lator, 
about what the Broker-Dcalers Association carnestly 
tricd to do in order to comply with the United States 
law and be put on the same besis as Amcricans, and 
how it all turned out. ‘je have done overything in 


our povcr to try and work out something. 


MR. GRUMMETT: Following up what Mr. Janes 
said «© moment ago, do you think that we cam seriously 
quarrel with the right of the United States to issue 
these fraud orders, the cease and desist orders, 

if these people are breaking the laws of the 
United States? We cannot quarrel with it. That 


is the point Mr. Jancs was raising a moment ago, 


THS CHAIRMAN: I do not think it is a 


question of quarrelling with thoir right to do what 
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they did. The only thing I wamtod to get a clear 
pic turc of was to what these fraud orders amounted, 
what they covered, what they meant, we rea." 
sounds liks pretty nasty languaee, whoreas sclling 
e perfectly good sccurity, without meking any 

mis representation, in e perfectly regular way, with 
the exception thet one might not have complied 
with some registration provision, which may be an 
illegal «act, on the other hand, is a long way 
frog making a fraudulent misrepresentation or some- 
thing which we gencrally regard as "fraud Two 


entircly dif forent things. 


MR. JOLLIFFE: The difficulty is there is 
no evidence before us on thet point). There is no 
ovidenee before us to indicate whether th offencos, 
in respect of which these orders wore issvwcd, were 
what Mr. McEntire calls "plain, unvernistd fraud," 
or whether they are technical ecses, we do not 


know. 


MR. MeTAGUE: You havo not any evidence 
before you to the contrary. If you want to tcke 
Mr. McEntire's proposition with respect to"plain, 


unvarniste d fraud," and insist on the definition, 
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that is one thing, but it is not ovidence of the 
kind or character whichis usually takon es valid 


anywhere, 


MR. JOLLIFFE; Th: t is preciscly what I 
said, I said that there is no evidence before 
us whether the offences, in rospoct of which the 
orders were made, wore "plain, unvarnish fraud," 
as Mr. McEntire called it, or purcly technical 


offences, 
MR. McTAGUE: That is ri ght. 


MR. JOLLIFFE: We do not know whether it 
is one, in one case, and thc other, in mother 
case. I would suggest thet is also a valid 
objection with respect to Canadian Post Offi co 
orders, You do not know on what basis they are 
made, whether they are made with respect to 
security dealers or somebody who is alleged to 
have beam peddling swoepstake tickets; and thsro is 


no trial, 


MR. MceTAGUE: In the futwre thore is 
going to be. Theat was settled down there at that 
time with the United States authoritics, They 


were under the impression that they wers exercising 













Ee 
- ee in i 


A 7 7S: OF meee tea ‘a Ht tort’ aint ana" st batt, Rie: 











bly al mou ere na butted roedonae a "nab ae i 
eee 


4 




















mn Pare, ih 
“Ss 
< i Ser 
+? : 
i . Pa oo ar) kt ae 
hy L J Lie POE ee Fou peetiak B a 8 
BEN \ 
5 , . ea) oe A a e 
rl Q pag pte tee i “, 
fo late hot rig ie > we mad? diy a 
7 Vel wn) y oar 4 ek 
= é : he Thea 
a Aur Ae * ; 
; A. Xt 4G) .2 ee) AO) oh ty n edt af ee cute - 
: : * ; r cr | eae : 
( i sb cep cc anes i eral ee 
* *% F Pry ty AL 
i fr Cint) 
4 
mh - fv i 
' «ha, 
* +4 Las . » se ' ' 
iy 
. . F Be. mec ees “a oF ri Te A : 
cue Cn ee eS rte 4 ita Rg h nee Sod Pa ee 
Se Tiko4 ae 7 kk v veee -d vk Mat PARE, ay sig ; a Po ar 
re 3 aS . 4 Ace (i : 
, tu ; r 
ees ; : i“ 


if yadtoan wot wie oh SNL ae oe ere, : , al 
ams at 4. tot ade Bh ee ie ove Wk OBE, 017 

SMe i >) Soe 
bi licy a ge baoak patie tags ue f pci Ay EORR8 ig 


) SEO) tea se ers, ee side ao viete Nobke sD, 
F a 
i tie, ii ‘ S 2 : ; ia i = #1) "a - 
orn ‘Wot stand Tea 2d. e eee fon Ob, oe. Ag BORO a 
: c ke ae j Pi 
w. Shares Hohe ote is, Ses. end sas oat gbbee : 


ot Baap hiss qbod 208 0 BT rabseute’s Shieh 


sti 





Pop lad Bins 33, saabomes ae bb or: rio pad 
| j aes a 

Pe i 2) DG nf io ‘ pe - a i tobad 
' - is a ae | ne ¢ : 

A ait ; Al i P ny Bi ¢ ' 

“4 . ; se i be 
ei A bfske wate. 06h a AE 

j : BaD ra : 


m fi ost F a4 Peas” pelvis sg Holston, nae od 


‘} a) wal 
. uF } eh 


i Sat i sa ct (tens saree: enithiat 





Lat 
cL OM 
y 7 






gi tetsnexe one ‘Neat sons -apdeee 
: 7 : i) are wie) by 
: ae ah 






5190 - Jismer 


the same powers as the United States authorities until 
it was demonstrated to them that the United States did 
not do that with their own citizens and therefore they 


changed the Act. 


MR. JOLLIFFE: My information is that the United 


States authorities did do it against their own citizens. 


MR. McTAGUE: In this case. The Act has been 


amended. 
MR. JOLLIFFE: The Post Office Act? 
MR. McTAGUE: Yes, 
MR. JOLLIFFE: In what year? 
MR. McTAGUE: This year. 
MR, JOLLIFFE : This year? 


MR. MeTAGUE: Yes; this year; to provide for 
hearings in case the Postmaster thought there was a 


case. Then you have a hearing. No more ex parte orders. 


MR. JOLLIFFE: That is, whether it is a securities 


case or any other case? 
MR. McTAGUE: Securities cases. 


MR. JOLLIFFE: You say it is limited to the 


securities cases, 
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MR. McTAGUE: That part of it is. And the other 
case is where you have lotteries end things like that, 


where it speaks for itself, 


MR. JOLLIFFE: Perhaps it speaks for itself; and 
the Americans seem to think that some of the literature 
from up here thinks for itself. 

The point I was making is that as a result of 
that affair last year the Securities dealers have now 
certain protection, They are going to get a hearing, 
but not the fellow who sends out letters. He will not 


get a hearing, 


MR. McTAGUE: Anybody who has to do with 


securities there, 


THE CHATRMAN: But not with lottery tickets. 


MR. MceTAGUE: But not with lottery tickets, 


MR. JOLLIFFE: That is precisely what I said in 


the first place, 


THE CHAIRMAN: The selling of securities is not 
a lottery. 

The whole picture seems to me to be that, although 
there have been certain fraud orders, so-called, issued 
in the United States, against certain Toronto broker- 


dealers, we do not know on what evidence they were based. 
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Je do know that the broker was never given any right of 
a hearing before the order was made. We know that the 
definition of "fraud" in the Securities and Uxchange 
Commission covers many types of offence which are not 
usually associated with draud in its ordinary sense but 
really we do not know how serious the whole thing may be, 
whether it is a matter of grave concern or whether it 

is something more of a technical and perhaps trivial 


nature. Is that right? 
MR. DOWNER: That is right. 


MR. GRUMMETT: You made the statement that the 
broker-dealers were not given an opportunity to present 
their case. Do you know how many of them would want to 


do that? 


THE CHAIRMAN: I said the order was made without 
them being there or without them being given any 


opportunity to be there. 


MR. GRUMMETT: But how many would take advant age 


of the opportunity to go across the border? 


MR. JOLLIFFE: The Americans would have a 
stronger case if they extended notice and an opportunity 


to appear to the accused. 


THE CHAIRMAN: Yes; and, some information about 
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what the offence was. 


BY MR. JANES: 
Q. You suggested that you felt these men were 
now breaking the United States laws where they did this? 
A There is no doubt about that. 
Q Then they are offenders and troublemakers. They 
know the United States law and I can see no excuse for 


it at all. That is my stand, 
MR. VILLENEUVE: They asked for it. 


MR. McTAGUE: That is pretty broad. You come 
from around the border. There was smuggling and exporta- 
tion of liquor going on which was something which was 
not looked upon with such great seriousness in regard 


to breaking the law, 
MR. JANES: They went to jail over it. 
MR. McTAGUE: No; they did not go to jail. 


THE CHATRMAN: We will now have a short recess. 
---Whereupon a short recess was had. 


---Upon resuming. 


BY MR. McTAGUE: 
Q. Would you get along with your historical 
narrative? What is the next subject? 


A I would like to mention that the last week of 
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June, 1948, Mr. Lennox was appointed Chairman of the 
Commission and Mr. Marriott was appointed Fi skcshelrant 
At this time the Board of Governors had some difficulty 
.in receiving applications which were difficult to refuse, 
The Board hesitated to approve them. They did not want 
to refuse them. Consequent!y we worked out with the 
Ontario Securities Commissicn a system of sponsorship 
for salesmen in this category. This is summed up in the 
decision of the full Commission, dated October 19, 1948, 
in the case of John A, Sherman and Samuel Boltman. 

Their applications for registrations were sponsored 

by members of the Broker-Deslers Association and their 
respective employers, who appreciate that they are 
placing their own registration in jeopardy by assuming 


this responsibility. 


We consider sponsorship by a prospective 
employer essential to the success of an 
application launched under these conditions. 

It indicates progress in marked contrast to 

the usual type of submission made so often in 
the course of the recent review of registrations 
that a broker could not be responsible nor 
reasonably be held responsible for the conduct 
of his salesmen. An applicant who can not 


obtain this necessary support may no doubt 
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plead a material change of circumstances, within 


the meaning and intent of Section 27." 
Then, I drop down: 


. However, we consider that these salesmen 

be given one chance at least of proving to the 
Commission they can heed a warning and can 

take advantage of working under proper conditions. 
They are both comparatively new to the work 

and from the outset were introduced to the wrong 
type of sales methods. Both have the capacity 

to be successful salesmen, without resorting to 


Objectionable methods," 
BY MR. McTAGUE: 


Q. These were salesmen who had formerly lost 

their registration? 
A Yes. Only one out of approximately fifteen 

of these salesmen who have come in under sponsorship 
has let us down and there the case was so doubtful 
that he, acain, was given his registration under the. 
strong sponsorship of a member of the Association. So, 
that has worked out extremely well in these 
cases, 

Until the middle of July, 1948, there had 


been a committee of unlisted traders on the street 
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who had supervised the inclusion in the list of unlisted 
mines and oil which goes in the daily press, various 
securities. Applicaticn was made to them end they 
accepted them for that list or rejected them. 

ith the formation of the Broker-Dealers Associa-~ 
tion most of these committee men were members and 
associate members of our organizaticn so they gladly 
consented to come in as a committee of the Board of 
Governors, called the “Quote Committee". At the present 
time they look after the daily quotations which go into 
the newspapers under the name of the Broker-Dealers 
Association, Application is made to them either on 
this form, or with paves attached to it, giving in- 
formation on the securities which are wanted to be 
included on that list. 

Another thing they do is they will not permit 
a security to go on the list unless it has been price- 
spreaded by the Broker-Dealers Association, if that is 
required. So, the work of ~~ committee and the work 
of the Board of Governors fits in. 

I do not know whether the Committee would like 


to see’ copies of this form, or not. 
THE CHAIRMAN: I think we should have it. 
EXHIBIT NO, 138: - Form with 


information for the 
listing committee. 
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THE WITNESS: In August, 1948, the Board of 
Governors exercised its prerogative under the regulation 
to require all salesmen or members except members of 
the Toronto Stock Exchange and the Investment Dealers 
Associstion, to become associate manbers. 

It is also possible for a security issuer, who 
is under the jurisdiction _f the Ontario Securities 
Commission, to become a member of the Association, but, 
at the present time, we have none of those and, con- 


sequently, none of their salesmen is in our organization, 


BY MR. McTAGUE: 
Q. Just what is a "security issuer"? 

A A security issuer is a company registered with 
the Ontario Securities Commission to sell its shares 
directly to the public and all the proceeds from the 
sale of the shares go into the treasury of the company. 

Q The shares are never sold by broker-dealers? 

Is that right, or is that not right? 

A They can be but they are very rarely over sold 

by broker-dealers. 


MR. JOLLIFFE: Except on commission. 


THE CHAIRMAN: Yes; they would be sold on 
commission. If they were sold through a broker- 


dealer he would be paid a commission, 
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THE WITNESS: Yes, 


BY MR. JANES: 
Q. They only sell their own shares? Is that 
correct? 
A Yes; and they sell through the officers of the 
company and through salesmen employed by the company, 


registered with the Commission, 


BY THE CHATRMAN: 

Q. When a company applies or cives this in- 
formation in the form in which you have haned it to 
us, to the listing committee, before any mining or oil 
issue shall be included in the unlisted mines quotation 
in the three Toronto daily papers, is there any 
regulation of your Association similar to the Toronto 
Stock Exchange regulations, which provide for the number 
of shares which have to be in the hands of the public 
before that can be put on the unlisted quotation, or 


anything of that kind? 


£. No; there is not. 

Q It is just the information which you require? 
A Yes. 

Q And a company can be mentioned in that list of 


unlisted securities in the papers, even in the first 


instance, before they have gone out and sold any 
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Shares at all --- or, can they? 

A The Quote Committee will not include them in 
the list unless an application has come to the Board of 
Governors of the Broker~Dealers Association for a price- 
spread, 

Q Yes. Then, the prices will appear in those 
published lists in the newspapers, must be prices of 
actual transactions, trades in the stock at those prices. 
Some of them may be offer prices and bid prices? 

A Yes. 

Q The stock has to be active to that extent, and 
it is being offered for sale? 

A Yes. 

Q And there must be some bids for it, I suppose? 

A Yes. In nearly all cases there are bids. There 
is an occasional one where there is no bid at that 


particular time. 


BY MR. HOUCK: 
Q. You refer to the price spread, Who controls 
that price spread? 
A It is controlled by the Board of Governors of 


the Association, 


BY MR. McTAGUE: 


Q. This might be an opportune time to go into 
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that. That is a rather interesting matter, 

A To start with price spreads. In April, 1949, 
the Ontario Securities Commission advised the Association 
that a member was taking a very excessive mark-up on the 
shares he was selling to the public in an issue which he 
was sponsoring. If 1 remember correctly, the shares 
were coming down from the treasury of the company at about 
five cents and in some cases being sold at 55 and 60 
cents, to the public, without it being warranted by any 
exploration or development at the property. So, asa 
result, the Board of Governors considered the matter 


and they decided to set up a price-spreads committee. 


BY MR. JANES: 

Q. Let me ask a question at this point. They 
were coming down from the treasury at five cents. That 
is all the company got, the five cents? 


A Yes. 


THE CHAIRMAN: The broker got the balance. 


MR. JANES: Yes. 


THE WIENESS: So, the Board of Governors decided 
to set up a price-spreads committee. They required 
members of the association who were engayed in the 
primary distribution of the issues to the public to 


submit a letter requesting the price spread on their 
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issues from the Board. In most cases they named the 
price at which they wanted to sell the security. The 
price spreads committee wo ld then meet, sometimes call 
in the member --- this was initially --- and they would 
decide whether or not the priceSpread which the member 
requested was justified. If they did not feel it was 
justified they cut him down to what they thought was a 
reasonable figure, considering the merits of the 

case, 

The Board of Governors did not feel, there being 
so many varying factors, that they could have a fixed 
percentage mark-up, but it was not very long before the 
Board arrived at the conclusion that in the initial 
primary distribution of an issue, a spread of about 
two times the take-down price was fair and equitable. 
That was only a maximum. In some cases, the Board of 
Governors did not grant that maximum. I remember one 
case where in a Lloydminster oil Paadot i ah the shares 
were only granted a maximum offering price of 12% cents 
and recommended to the member that the issue not be 


fe) 
sold and for a period #ime it was not sold. 


BY MR. McTAGUE: 
Q. Why would there be such a recommendation 


that it not be sold? That I just do not understand. 
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A Simply because at that particular time there 
were few Lloydminster issues beingfloated. The Board 
of Governors did not feel that the public would get a 


run for its money on those Lloydminster issues. 


Q All right. I am sorry to have interrupted you. 
Go ahead. 
A Initially the Board of Governors only dealt with 


first offering price; they did not go on to increases, 
but they received a letter from the Chairman of the 
Ontario Securities Commission in which he said he felt 
that after the initial maximum offering price was 
established some of the increases the members were taking 
were not justified; so, as a result, the price-spreads 
committee covered the field of increases, as well. If 
a member of the Association in primary distribution wants . 
to increase his offering price he must make application, 
submit four copies of the prospectus as filed with the 
Ontario Securities Commission and also he must send in 
a letter from the company signed by the secretary and 
one director showing the number of shares taken down, 
the price paid, and Rar a brief summary of what has 
been accomplished with the funds which have been put 
in the treasury. 

For a period of time the spreads were, as l 


mentioned, about twice the take-down price; but then 
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we had a conference with the Chairman of the Commission, 
on his suggestion, and they were scaled down on a sliding 
scale after 25-cent stock to the treasury was reached. 
in other words, where 25 cents was being paid into the 
treasury the maximum allowed was 75 cents. After that, 
where 30 cents was being paid into the treasury, the 
maximum allowed was 85 cents, and so on, until when you 
got up to a dollar being paid into the treasury, the 
maximum allowed was two dollars, 

I might mention that the majority of the members 
of the Association do not take advantage of the m ximum 
given by the Board. They usually keep their offerings 


under that. 


BY MR. GRUMMETT: 
Q. That is, the Board of Governors' maximum 
allowed? 

A Yes. I might say that maybe they have a little 
axe to grind there in view of the fact that if they 
start offering stock at, we will say, 20 cents a share, 
they like to be able to step the offering price up to 
25 cents a share. That may be the reason they do not 


take advantage of the maximun. 


BY MR. McTAGUE: 


Q. %iI wonder how they could take advantage of 
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the maximum. With respect to the few in which the re was 
a certain step-up, it was set asa eet but all those 
cases were heard by the committee. Am I wrong in that, 
that is, the committee set the market? 

A They are not heard by the committee in the sense 
that the member is called in. 

Q No. How are they dealt with? 

A The letter comes in from the member re questing 
a price spread on the issue, together with four copies 
of the prospectus filed with the Securities Commission. 
if it is an increase he submits a letter from the company, 
which letter I have mentioned, then the price-spreads 
comuittee studies the material and on the basis of the 
disclosure in the prospectus sets the maximum offering 
price. 

Q To what extent is that price-spreads committee 
of yours -- the Broker-Dealers Association -- acting in 
respect to the activities of other people on the street 
who are engaged in primary distribution aiong the same 
line? I am referring to the Stock Exchange, the I.D.A. 
and so on, 

A The Toronto Stock Exchange has issued a directive 
to all of its members to come to the Board of Governors 
of the Broker-Dealers Association for price-spreads in 


view of the fact that there are three representatives 


























Tis ge 


a Saw oy on F fis fie DE. wot eft oF. foogeor ase 4 ik ™ se ak 


eh)  ewaxeat tro sue lili i: ‘Toe “naw ve cuouale terse a, Sie 
Vee AE Bary - ok 1. asi 2 bana, wit. we. bread ren aoa a 
ae il . ¢texren oily tea dott iintie oad. wet tect, - 
pincee bili ss eres ene “d irae oats ees antl ? ie | : 
a: Se F Dik fe liee oy iedoam lis jaan = 7 
cold be leet wae inte 20K yao, — hy ale 


ph Day . : EI . P : 
guitsoug or Tedmas any mosh ad Bebe i oniiel oft. Pe ig 
nd ‘ye r k 


eheos suoh diio: Yedeages Lene di*edboo. pote soln Bik 


vloter inno” sabe lean ont itt Bete _ dedpome one ont “to : 


ie 1 SeeSiE cw i 


Mees) Bhs soethered ted. 4 Bee a ‘g 1 ge ayy) oe bai if pe 





sbxeT A+ en ley soe wets .b anos ied) nga 3 Ks igi of otaw a 
oe et XG alsed SH. no m5 tated sor Bett apiouts eae Sabha at 
sorte Yis memkxaay ens aves: and gedsong. baer ag eryind L6 kt 
i : "hy mss Reet ; : am 
ral ere ALE cant ; os ies “et Ait 
eed } Linoy eheorta~ 90 ery ‘det ae tHoty ef oy of. eg ,. 
tk gritos a~ no tiasonaae ty Let Adareriary ” otf? » ape eully, 0: 
tearte ed! so slaoey rete ee ethivites, oie: ot vase 
en . ie at 
ei ra Et 3 SRLS mle fudiega £2 A ahh cal donuane co ote ' 
ra ager *) as ibe i, hee ve . ee at i i , 
he ufc. 1 aitd EA sedan toate ei? eh pabvsgzed ‘68 : comet f 
a 7 ge fas 4 er DY aX at rr ie. - pn 
A al nh bi By , ber eg ‘ oar : " ee Ge ait Cent fay a » HO og bas . 
cee ee we le OD Me ad ea a A Bes es 
a ghae eee WaT P t/t oy ee : 
2 Splinerih p-hevewk aed sanadin soochofecet 


of oat of eats: ‘obs es et 2 


“ 
ahs 


Brot avot: ta. ee 


9 


3205 '  . Wismer 


of the Toronto Stock Exchange on the Board. 

Q That means whether those members of the Stock 
Exchange are members of the Broker-Dealers Association 
or not? 


A Yes; that is right, 


BY THE CHATRMAN: 
Q. The President of the Broker-Dealers Associa- 
tion is also a member of the Toronto Stock Exchange -- 


is he not? 


A Yes. 
Q Mr. Rogers? 
A Yes. We have the occasional member of the 1I.D.A. 


who is not a member of our Associstion who comes to us 


for a price spread, 


BY MR. McTAGUE: 

Q. How was this problem of price-spreads handed 
before the institution of this system between the 
Securities Commission ana the Broker-Vealers Association? 
How was it handled prior to that time? 

A Prior to the Association being set up it was 
not handled at all except on the basis of unconscionable 
profits under the Securities Act. When I was a solicitor 
there I remember one striking case very well, a case of. 
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ninety cents, 


BY MR. JOLLIFFE: 
rol Was anything done in that case? 
A If I remember the situation correctly, the dealer 
involved subsequently had his registration cancelled. 
Q On some other ground? 
A Tém not sure. I do not recollect the facts of 


that, Mr. Jolliffe. 


BY MR. McTAGUE: 

Q. Not likely. I mean that that would be a ground 
if that were known. 

Is tnere anything else you wish to say about 
price-spreads? 

A No, except that it seems to be working out very 
well, 

It was a little difficult, at first, to get our 
members educated to the idea of having themselves 
regulated by the Association on price Spreads, but they 
are accepting it now. Mr. Lennox recently has re- | 
quested that the Board of Governors consider cutting down 
the price spreads even further and there is going to be 


discussion on that some time in September or October, 


BY TH: CHATRMAN; 


Q. You say it is‘working out, you think, to 
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the benefit of your members, You would also say 
that it is working out to the benefit of the public 
as well? 

A Yes; I would, 

Q Once the stock becomes listed in the newspaper 
---not on the Stock Exchange---under tle listed 
column, then you have the offering price and the 
bid price---and selling in the course of primary 
distribution is going on---but if thet newspaper 
price falls below the price the broker-dealer has 
to get in order to clear himself in distributing 


the issue, that pretty well interferes with the whole 


operation? 
A Yes . 
Q 4nd then what happens is that in order to 


maintain the required price on the listing? Sometimes 
the broker-dealer has to buy back stock at that 


price in order to maintain it? 


A Yes. 

Q That heppens often? 

A Yes; very often, 

Q That is one of the hazards of the business? 
A If he is supporting the market on the stock. 


Q And if that price increase is in the newspaper 
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listings and is offered at higher prices than the 
cetatnel Brinaunit there are bids of higher prices 
than the original price, any purchaser of the stock 
has an opportunity of selling out at a profit? 

A Yes. 

Q I suppose there are a lot of them who do 
not take that profit? They are hoping for a bigger 


profit. 
BY MR. JANES: 


Q Mr. Lennox spoke of the middlemen in those. 
cases. Where does he come in on a transaction of 
that kind? 

A The middleman is usually the promoter, and 
sometimes an unregistered underwriter or optionee. 
Very often a memberof our Association will act as 
agent for him in the primary distribution of the 


issue to the public. 
BY TH! CHAIRMAN: 


Q With respect to the price spread of which 
you make mention; is that not a spread between the 
option price from the company and the price at which 
the broker-dealer sells it to the public? 


A Yes. 
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Q So that , if there is a middleman, that 
would nut make any difference? 

A No. 

Q The profit would hawe to be divided 
between him and the broker-dealer? 

A Yes; but the Ontario Securities Commis 
sion now will only allow the middleman a maximum 


profit of one-half cent, 
MR. JANES: Yes, 
BY MR. JOLLIFFE: 


Q But, when you use the term "price spreads* 
in your Association, you are referring to the 
difference between the price to the treasury 


and the price paid by the publie to the br oker=— 


dealer? 
A Yes, 
THE CHATRWAN;: That is what I under- 
stood, 


MR. McTAGUZ: Where the brokerdealer 


is acting as principal. 


MR. JANES: The middleman would get a 
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piece of the profit. 


THE CHATRUAN: ‘Jhet difference does it 
make what profit the middlemam gets as long as 


the total spread of the price is fixed? 


MR. JANES: Apparently Mr, Iennox thought 


it made a difference. 


THE WITNESS: We do not take that into 
consideration at all. We are only interested in 
the maximum offering price tothe oublic and the 
money which is going into the treasury and if a 
member of the Asmcistion wants to go beyond our 
selling price we say to him: “Fine, Take it, 
but take down your rext option and put the money 
in the treasury,so you can get ahead with your 
exploration and development of. the property." 

There is another matter which comes into 
play there. I was talking with a member of the 
Association a while back who had three deals 
accepted for filing by the Securities and Exchange 
Commi ssiion, I said to him: "Are you proceeding 
with the sale of those deals in the United States?" 
He said; "No." I said: “Why not?" He said: 


WIhey will only allow me a mark-up of 25%", and 
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‘he said "In order to print my literature, which I 
‘must send down to yew people so they can send back 
coupons and I can call them on the telephone, and 
the cost of paying commissioms, I camnot financially 
do it. Consequently, after getting my three isses 
accepted for filing down there, I ts ve not beem 


able to proceed," 
BY THE CHAIRMAN: 


Q I thought the Securities end Exchange 
Commission was not concerned with mark-ups? I 
think that is what Mr. McEntire said in his letter, 
if I recall it. We have that information from 


some sources, 


MR. JOLLIFFE: I think that is what he said 
and I think Mr. Lennox ~9/e the same point in 


connection with Can+*Ed. prospectus, 


THE CHAIRMAN: ‘The Securities ahd Exchage 
Act was merely a disclosure statute and the public 
could see for themselves hat amount was going to 
the treasury and they could pay anything they 
liked; yet you say that in some cases the S. BE. C. 


has limited the spread, 
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TH: “ITNESS: I am speaking of my conversa-~ 
tion with a member of the Associatiam. TI have 


not looked into the law on the subject, 

THE CHATRWAN: Itwould be interesting to 
know, It may not be under the S. E. C. Act but 
it may be a condition which they have imposed 


arbitrarily. 


MR. GRUMMETT: Or it may have beem a case 
of one of the States imposing regulations, 
THE CHATRMAN: Yes. There may be some 


explanatim, 


TH “'ITNESS: However, that is aside from 


the point. 


BY MR. McTAGUE: 


Q Vhat is your next subject in chronologial 
ar der? 
A Another problem which confronted the 


Board Of Governors was what is called "switching." 

Up until this time there had been a consider-- 
able amount of raiding of each other's deals by 
members of the Asso cia tion. I understand that 


is done in two ways: One member might distribute 
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an issue to the public. Another member of the Associa- 
tion would get a list of his shareholders. He would 
proceed to solicit them with literature and call them 
on the telephone and endecvour to switch them out of 
the issue that they had into his issue. Another way it 
was done was by the transfer of salesmen. Salesmen would 
work for one member and sell his deal, then he would 
transfer to another member, take the names and addresses 
of those people he had sold before with him and they 
would be contacted by literature and on the telephone, 
and they would proceed to switch them into the other 
deal. 

This happened sometimes three or four times with 
a member of the public who was gullible enough for that 
sort of thing. 

As a result the Board of Governors has issued 
a directive to the members of the Association. They 


said: 


ig It has come to the attention of the Board 
of Governors that wide-spread switching has 
developed in both listea and unlisted stock of 
companies whose treasuries are in the process 
of being financed. The Board has studied this 
matter thoroughly and has resolved to put a 


stop to such practices. The Board must point 
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out to all members and associate members of the 
Association that it is not in their interest, 
in their clients’ interest or in the interest 
of the companies which they are sponsoring, to 


conduct their business in this manner," 


We had a couple of disciplinary cases on that and 
after that it pretty well dried up. Periodically the 
Board of Governors hears rumours of small outbreaks of 
it, but it is very well under control now. Of course, 
it is difficult to prove because you cannot get the 
person to come in before the Board, that is, the person 


who has been switched, 
BY MR. GRUMMTT: 


Q. A salesman who switches from one house to 
another must have his registration changed or corrected? 
A Yes. He has it transferred with the Commission 


or with the Association, 


BY MR. JANES: 

Q. You told us that a salesman in order to be 
an associate member must be a salesman for a member 
of your Association? 

A Yes. 
Q. He can, as well, change during the year. to 


another member of the Association? 
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A Yes. 


MR. McTAGUE: With the approval of the Association 


and the Commission. 
BY MR. JANES: 


Q. With the approval of the Association and the 

Commission? 
A Yes. 

One of the big jobs which the Board of Governors 
had in its first year was in getting out the financial 
statements, that is, the forms of financial statements, 
the instructions and the questionnaires for panel 
auditors and members of the Association to answer, and 


also in arriving at the capital requirements. 


If the members of the Committee would like to 
look them over I have copies of the financial statements 
here, There is also a sheet with the financial 
requirements on it. 


EXHIBIT NO, 139:- Memorandum 
of special statement 
of affairs with forms 
attached. 


BY MR. DOWNER: 
Q. Were you breaking new ground or was this 
Broker-Dealers Association similar to one set up in 


another jurisdiction? 


nolvetooses adt to fevotace end Bt EW ‘eae imi 
es (ah de oe i. (aothe ina orit oe 


See 
© 
bh 
, 
“3 
sayre 
‘ oom 


hoe ,Tavets of sol0eiogoged Soh? lo “etediien tas siosthua) 


‘astoTs Ialtonashy add oO Beigdo eved I karo meds Sophos 























wee | 


“ 


? Sal 
f Po, 


BOTAT ne vee | 


ei 


t Dak tOWwefoogek att 16 Levoutia ede ase at 


20 fee LusgaD! 


“ae 


Seer) ow 

WTigvoD 9G br#0& off Koln agof gid Sat 30, oa? : 
F nee ety tuo guidvtesy af cew se0% datit afl of bad V7 

ita bie Lefoaatt to axok ddd ;0) Fett jatnomevase f 1 


iM 10l seilannoitegup ont Sis gnortesicenr ene 


Svisheting st tetigego ed7 te Srivigae BL Gale es 
> u i 


eiit, bivow saytiomoeco ed¢ To atrad meds etd S7 


‘“fetoueatt edd diw dene ¢ cele af oyedT “pated 


‘Gti Ho etieni lipo 


p a, Ronee - ae. 
A ri ia? . nN 73" oes ee ee 
Las S41 7 38 teh mE ite, 1, AAA a‘ Kg “a 7 
_ i OO a ane ye i 
# Proant oe ip 
Paghatata ts doege: 20 
Wecpreae | Neaavematar cus een et 
ore Py ah: See eo & aie en: 2 ; . - 
se et ye Ol wear. 1" iv : 
= Be per 


hadoatts : : } A 

_ Fi mM. Gre ° : 7 ‘ 

AEH OT BH, fa ” e 

elit ape to babotea wen & seg ot: Wl a i a 

Pe Ba i Dai a 
ue gy ve Link wnat 

A oe )'8 (a a ee ee ee ns hee 






ia 
2 





en ey a 
ivi -F.e ° 
/s . 
- 
: 6 


E 


3216 Wismer 


A We were breaking new ground. There is a National 
&4ssociation of Security Dealers in the United States 
and we could learn a great deal from the methods of 
the Toronto Stock Exchange and the I.D.A. But we had 
to break new ground for our particular problems. 
Q I take it that this Association was actually 
the brain child of wr. WeTague? 


A Yes. 
WR. DONER: Is that right, Mr. McTague? 
MR. MeTAGUG: No, I do not think so. 


MR. DOWNER: I went to give you credit, that 
a8 ‘ell. 

MR. McTAGUE: 4s a matter of fact, Mr. Downer, 
this principle of compulsory audit or surprise audit 
and that sort of thing, where the Association took 
charge, as far as this country is concerned, had its 
origin with the Toronto Stock Exchange after the 
famous depression hit in which there were a number of 
people who went out of business. The public and the 
clients suffered substantially. That was one of the 
things which was brought in and it was brought in, my 
recollection is, largely on the recommendation of Mr. 
Clarkson. It originated in that way here at that time. 
The I.D-A. require it and the Broker-Dealers Association 


follow. So, it is original with them, but it is not 
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an original idea. 


MR. DOWNER: Whether you originated it or not I 
think it is one of the finest things that has ever been 


done for the business, 
MR. JANES: It certainly looks that way to me, 


THE WITNESS: I might mention that the Board of 
Governors had endeavoured to get the services of top- 
notch auditing men. The present Association auditor is 
the president of the Institute of Chartered accountants -- 
Mr. John A. Wilson, The members of the Committee probably 
know hin. 

Coming now to the perusal of members' literature. 

I might say that has been a most onerous job. It started 
in the Fall of 1948, 

The Board, first of all, received a letter of 
complaint from the Ontario Securities Commission regard- 
ing high pressure literature which had been used by one 
of the members of our Association. Subsequently, to 
further complaints received asainst members, it was 
placed, therefore, in the hands of the chairman of the 
discipline committee, 

He came back to the Board and said thst in his 
Opinion, the type of Literature which was being used 


by some members at that time was like the old-time 
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patent medicine literature. He recommended to the Board 
that we immediately undertake the perusal of all members’ 
literature. 1 think you can comprehend what an enormous 
job that is, when you consider that we have the literature 
of about 125 members to peruse. Some of them, of course, 
do not put out a great deal. 

With respect to the mechanics of the perusal, 
we require three typewritten or proof aeeiee to be 
submitted. They are perused by Mr. Gemmell, the 
assistant secretary who is a lawyer, or myself. All 
the members must be prepared to leave the literature 
overnight, or over the week-end, as the case may be, 
because we have to have an opportunity to sit down in 
peace and quiet and study it. Any changes or deletions 
are made in red-pencil on all three copies. After the 
perusal is made it is stamped "Perused". We recently 
changed the stamp, as was mentioned here yesterday, to 
show the initials of the perusing officer, 

One copy is returned to the member, one copy 
goes daily to the Ontario Securities Commission and 
one copy is retained in the members! literature file 
at the Association. 

We cannot actually approve the literature because 
it is impossi ble for Mr. Gemmell and myself to pass on 


drill hole results, or ore reserves, or other technical 
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matters, but, however, we do our best to cut out the 
high pressure-language, the mis-statements of fact, 
violations of the Securities Act and the law and the 
issociation regulations, and we, in some cases, require 
them to submit colour proofs so that we have an oppor- 
tunity of cuttins down on the flambuoyancy of the 
literature. 

There was one member who came in the other day 
who wanted to put out what they call a "lead" covered 
with an orange background, with a blue overprint with 
white borders and with a great arrow over the side. Of 
course, 1 immediately rejected it. .«e do not have a 
rejection stamp. ‘Ve just write "Rejected" on the 
literature and return one copy to him and file the rest 


in our files. 


BY THE CHAIRMAN: 
Q. Was it the orange to which you objected, or 


was it the blue to which you objected? 


MR. McTAGUE: I, myself, was wonderin= about 


that. 
WR. GRUMMETT; Do they not go together? 
TH CHATRMWAN: I think they do, 


MR. JOLLIFFE: Pretty hot stuff. 
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THe WIINGSS: Ve found as a’matter of experience 
‘that if the literature is very flambuoyant in color:an 
awful lot of complaints go into various securities 
commissions on it. Consequently, we endesvour to tone 
it down as much as possible, 

At the request of the Ontario Securities Commission 
we require all of our members to date their literature, 
the month, the day and the year, 

Another dodge which they try is that they put 
out occasional bulletins on a grass roots proposition, 
referring to a company which was starting to engage in 
primary distribution. Somewhere in the literature, at 
the back, they put a mining picture showing underground 
workings with nothing on it -- just a picture. Of course, 
the reason that was done was because some gullible 
people might think that that was the workings of this 
particular property. As a result, we now require them 
to state where the picture is taken, whether it is 
Hollinger or Lake Shore and what the underground working 


Se 


MR. JOLLIFFE: You do not appreciate power 


symbolism, 


THE “ITNESS: Do not appreciate what? 


MR. JOLLI“FE: Power symbolism. 
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THE CHATRMAN: We heard about that in the 


Legislature. His namesake, Symbolism in art. 


POM MOS Another thing wa" Pond was that: they 
take an engineer's report and the particular part of 
the engineer's report that they wished to stress was 
built up into capital letters or solidly underlined in 
red. Recently that has been stopped. 

That was also done with quotations taken out of 
newspapers, We insist that the quotation must be just 
as it appeared in the engineer's report or in the 
newspaper. 

In the matter of finely printed literature we 
require them to submit two copies. One of those copies 
is filed in the member's file at the Associstion and one 
is sent to the Ontario Securities Commission so they can 
observe from time to time how the member is progressing 
with his literature. 

It is also checked on by the perusing officers. 
That pretty well covers the literature situation from 


the mechanics point of view. 


BY MR. JOLLIFYE: 

Q. I wonder, since we will probably be adjourn- 
ing soon, if you would allow me to clarify this amend- 
ment to the Post Office Act? 


TH: CHAIHWAN;: Yes, 
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MR. JOLLI“FE: Which I now have. 
I think both Mr, McTague and myself were slightly 
off the beam. There was a little misapprehension and 
I had better read it exactly as it is. Apparently it 
is @ re-enactment. This act may be cited as the Post 
Office Act. 
Section 7, under the heading “Use of mails for 
unlawful purposes": 
"(1) Whenever the Postmaster General believes 
on reasonable grounds that any person 
(a) is, by means of the mails, 
(i) committing or attempting to commit an 
offence, or 
(ii) aiding, counselling or procuring any 
person to commit an offence, or 
(b) with intent to com it an offence, is using 
the mails for the purpose of accomplishing 
his object, 
the postmaster General may make an interim order, 
(in this section called an ‘interim prohibitory 
order') prohibiting the delivery of all mail 
directed to that person (in this section called 
the ‘person affected') or deposited by that person 


in a post office. 


"(2) Within five days after the making of an 











» Orel a / = 
i ee At omy J : : 














* 
‘ ies 7 é *T y , 34 
= . yee im § icone > s fa ‘ 4b od hh A ba 
fee = ee Le ORY be 7 Se Mee) | in. 2 OO WILLE 
“<r r $ 7 th * - + § 
t 4 5 aT a 5 Babhe.< Bs } w “J 
‘ = 
in 
‘ " - 4 
Loy i; yee oe il c 
3° r yd Pa Cex 
aT 
3 ~~ ' ; : 4 
ai : ys “yi Th 
ra di 
4 al 
5 ~ i. 
‘ 
7 . + ' c* 
ii beer “4 A 
= . ‘ 
ee 
‘ 
We 7 
- ook cw . I AAD : 
¥ a 
AY . “ 
cs 
\ 
’ : ‘ ; ) 
‘ 
<i > ‘ 
’ ? f 
: é 
4 ' 7 § 
; - 
j 
omy 
ee t 
i 4 - o 
: +c 
‘ . = i 
Peaks 
Se 
=. oi : ¢ ¢ 
. 4 ‘ oo r= 
“ 
Ley 3 ‘ Le 
. 7 
= . : 
« ) e 
i a 7 \ a rT 
eas “ pa oho Ie 
' a 
aN me 
fa Vey, 
$4 
¢ * 
ae. { ‘ 7 " ne + fo a 
‘ 4 A | 
Lh . 
or . 
5 , 
1% 
° 


320% Wismer 


interim prohibitory order the Postmaster General 
stall send to the person affected a registered 
letter at his last known address informing him 

of the order and the reasons therefor and 
notifying him that he may within ten days of the 
date the registered letter was sent, or such longer 
period as the Postmaster General may specify 

in the letter, request that the order be inquired 
into, and upon receipt within the said ten days or 
longer period of a written request by the person 
affected that the order be inquired into, the 
Postmaster General shall refer the matter, together 
with the material and evidence so considered by 

him in makine the order, to a Board of Review 
consisting of three persons nominated by the 


Postmaster General. 


"(3) The Board of Review shall inquire into the 
facts and circumstances surrounding the interim 
prohibitory order and shall give the person 
affected a reasonable opportunity of appearing 
before the Board of Review, making representation 


to the Board and presenting evidence, 


"(4) The Board of Review has all the powers of 


a cOthiissioner under rart I of the Inquiries Act, 


' ~ 
, oie 
~ 
Fy een 4 
at < 
e 
— e 
# rd 
Pe Gk 
oh 
by 
a ' 
7 “e 
“4 
5 
4 # 
> 
i 
ad S$ 
Pe 
“ 
o> eed 
a 
Al ; 
afd 
M 
r 
mn 
agi 
re 
ae 
¢ 
v A's 
, ay 
‘ 
Ae 
cars 
rh ee de ees 
ae h + 
». r aS 
Ro igre & 
ee 
atte 
re 





, chin pee ie obted srt 


oO TH ssutzeod ait: 
; <i ait : ‘ 
r 2 Grr = feisty ss pre re a i ia he , ye. 
stger. 3h vis. SOE TNY ei On Bees Tt aie 
ndwcotek a seeNbe cuolar peer eid tH 16dteLl 
fi ee ae ow i : reek , ‘ a =~ 
jah Tolegol! encetey sia bee tepro Say te 
% 
fyYSo gov Ofo0 TN yam od cede aid aatytivos 
TO ,J0Se. c6W Gettol Beveateiser eas otah, 
fy eae “s , bina a 
0 \Sdy JSTOR Tel ageyeol -sot 68 bolrary 
f 
J tebuea. sit dad? seeupsy .teitol aay af 
fan V ULHRA. UG e0er. BOG DNS, . Cons 
Sai Yo Jao OR Ae Ii! 8 te hofta aegaol 
at Of ing ed AGbio said segs Betootie 
itis Bis telat Llede fereast vetexsntacs 
aliex O93. aASReb fim La iret pa ent adiw 
7 oy ei 
+: 8 OF ,repr6e ode exiiion ni mis 
ny Ai 
i Hei Bee se setid to sr hrelersep 
lst ona). tetsagitno4 
> . ae oa 
¥ t Ifada watven to biatd et? ~ {nye 
eit anilbisotige seonstamoyto- Baa’ aeeet 
\ an aS : ret 
vg oe + ‘ wi 4 iv el fs ev9 ~ as ha! fy. TEOs: ittong 
4 a baad e : 
3 OO Viingvtorco wg, 8430 & Het B: aiinte 


1GSt ghtvam: elves IO Hirao. s east eh ated 
= 7 ‘ od at : oa. . 
Sarentys | guttinceesg bee Stseh. sit ag 
2 tBs 
r at has 
od? hw wad watvnil Vy Samed ater TRIM 


} tebaw sonof se 3: 


oD a 

























oae Ss Vismer 


and, in addition to the material and evidence re- 
ferred to the Board by the Postmaster General, may 
consider such further evidence, oral or written, 


as it deems advisable. 


"(5) Any mail detained by the Postmaster General 
pursuant to subsection eight may be delivered to 
the Board of Review, and, with the consent of the 
person affected, may be opened and examined by 


the Board. 


"(6) The Board of Review shall, after considering 
the matter referred to it, submit a report to the 
Postmaster General, together with all evidence and 
other material that was before the Board, and upon 
receipt of the report of the Board, the Postmaster 
General shall reconsider the interim prohibitory 
order and he may revoke it or declare it to be 


a final prohibitory order, as he sees fit, 


"(7) The Postmaster General may revoke an interim 
or final prohibitory order when he is satisfied 
thet the person affected will not use the mails 
for any of the purposes described in subsection 
I, and the Postmaster General may require an 
undertaking to that effect from the person 


affected before revoking the order. 
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"(8) Upon the making of an interim or final 
prohibitory order and until it is revoked by. the 
Postmaster General, | 

(a) no postal employee shall without permission 
of the Postmaster General 

(i) deliver any mail directed to the person 
affected, or 

(ii) accept any mailable matter offered by 
the person affected for transmission by 
post, 

(b) The Postmaster General may detain or return 
to the sender any mail directed to the person 
affected and anything deposited at a post 
office by the person affected, and 

(c) the Postmaster General may declaire any 
mail detained pursuant to paragraph 

(b) to be undeliverable mail, and any mail 
so declared, to be undeliverable mail 
shall be dealt with under the regulations 


relating thereto, 


"(9) Where no request that an interim prohibitory 
order be inquired into is received by the Post- 
master General within the period mentioned in 
subs jection two, the order shall, at the expiration 


of the said period, be deemed to be a final 
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prohibitory order." 


It may be some improvement tut it is, still, pretty 


drastic. 
MR. McTAGUE: Pardon? 
MR. JOLLIFFE: It is still pretty drastic. 


MR. McTAGUE: Oh, yes, but not nearly as much 
as it was. You had people opening mail and various 


other things. 


MR. JOLLIFYE: You see, under the Section, as 
amended, mail cannot be delivered even where there is 


involved an interim regulatory order, 


MR. McTAGUE: That is a temporary mtter, Mr. 
Jolliffe. The whole Post Office Act is under revision 
and this was a stop-gap, as far as that was concerned, 
That was the understanding, and it will be dealt with 
probably at this session. I do not know whether or not 
that is so. Among other things it is contemplated that 
there will be an appeal to the Uxchequer Court, as far 


as that goes, 
MR. JOLLIFFE: This is a new Act. 


MR. McTAGUE: That I will grant you. I know it 
is. 


MR. JOLLIFFE: Replacing the old Act. 











a i , rae : oe , va 
st wale ge ae ae a ag ASED MCS ES RIOT | 


* 7. : o : 7 . ° 


eo 


given. {fOr abel dud, Fasseverant snoe ad, VaR, SE 

















0 a rly 
' ‘ 4 + = 7 7 
ye Pe BS a4 A - ’ oud eg 
: ae fa Oar Soyer n 
’ 6 4) %, : 
. ba i 
1 
Soe ; ; ae. ee oo FA) aks ia4 
a AMY ee ‘ ri » Gate OS Se * AD 0h) sid 
ag : eH Sighs cP 5 7 
- ne ao 
" 
‘ 
» a 
kh, sy OO enews See 1 PPR 2h o (rare 5 Peis & on 
Shwe) be Cea” Wa neo! ¥ Abowm Bl. oS © Fe Va Ge ae 
cae ab: z ws 7 en tin ie 
. . , ‘ 
. are ee “ sits he - ve y 
J : De al Se Coo Oe fhe, wey . FO : « PALO 7 
et rr ae 6 Cryin iey- Sas 7. Se 
=~ oho ) hi Ala { - de RF 6 a. i eo me 
Ke . = 7 ~ 
i : : 
> » 5 a : 
eRe: ‘ 7 ‘ ' ie @ Ea “yO = we 
: air i Seta =e re) , . 
; 
hr ees E ‘ 
ony cet ie ¥ 7 ie 4 Bian rr wate a pee tase nys ; 
, ce >, Z e & ‘ 
- a >); Me A 7 * ; “i 7 a s a Mee re © PA DET es sites hae - 
: + 
i aa 
. a ™ 
A: 7 en cena ie lie eS Oe oe aa es ao sy So 40 & me od 
JAC fiw e749 hey & «Pat ey Fa 8 7: aes a LEE Tas Bers) SPERULS IES | 
{ A, e * * “ » ee F > 
: i, a 1 se 7 1% i ¢, . a Pugs Ld ui YS. ao sake KG d sy ab Oye 
Bs : . ae a ene 
. n 
+ aS ‘ 7 i fl 7 
’ 2] 2-7 fF = } Ss ol? a el ar Wyss * 7 
s i , 4 Le? hs wt o) Pe ee | ) Oe kate Ser me I) le iy Ai on 7 
r, -! ’ ry we 
ss "ee a : * 4 Sur. come 8 OTS OS he See e Y Pee y 
{ se ae ya <~ Pars Mowe Sy beta dee ee eae 
Hes 
! shane ~ : “ 
* cy 
’ A ea) S = ie, eS) eR 
f = 
. i 
ine - @ ae eee a poe Ps % i a ge “ € ee T 
< i : . £ « ree ied se live ie ae i ee ws ee + 
tive FD38s ad d Al 4 StLc haere t es ry 4s ‘een rad 
7 : 
t 5 2 F; 
a : SS ae Pe, an: ae ae oe a bale + he ys teat UA ii i 
he Cie WO . a aw fis #8 Se Se A St ot 
2 ON a f 
: a : . 2 as ; 
‘ a “ eat ee ee Pe oworr cos Ae m : a 
rs : aes. a i rs a fis 2 é » Sane 
oo Poti? & eta LY at | = vu =F ch J | Gils Teel ah Sot oe hee Si aod 


Pee ae 


Poa 
Pee by, : : : ~~) : Te) ’ ‘> tay TT ~~ : 
r. Seer Ee ik ee Ae RI BMP ah OT ees Ot : 

¢: Aue ‘ be “ r, atid) 5 oi ae 


mt soe saat Life ‘tag SwUDAT OM fla | 
fa) : 


 # ae: ~« 1 Fal . ¥ 7 ie a, 4 
*S) pe ose a wie hs hyo i pu 

















0227 Wismer 


MR. McTAGUE: Oh, no, The old Post Office Act 
is a very large Act. That would be only replacing a 


part. 
MR. JOLLIFFE: I will tell you what it says: 


"Bill No. 322 passed by the House of Commons, 


l2th June, 1951." 
MR. JOLLIFFGi: It says: 


"This Act may be cited as the Post Office Act." 
Section 78 says: 
"78, The Post Office Act. The Savines Bank 
Act and Part 9 of the Excise Tax Act are 


repealed," 
MR. McTAGUE: That may be. 
MR. JOLLIFFE: It is a brand new Act. 


MR. McTAGUE: We never took any position other 
than that they should have an opportunity of being able 


to be heard. 


MR. JOLLIvFE: I agree with you entirely. My 
only point is that under the new provisions the mailing 
privileges are suspended with the making of an interim 


Order and remain suspended until that is revoked either 
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by the Minister of his own motion or as a result of 


review -- and that might be quite a long time, 


MR. MoTAGUE : It might be. It was, as a matter 
of fact. Under the procedure they followed under the 
ola Act last year some of them were held under auspension 
for as long as sixty days, if I remember correctly, with- 


out any charge at all. 


MR. JOLLIFsE: I had a case in which it was about 


sixty days. 


MR. JANES: What élse cold they do but handle 


it in that way? 


MR. JOLLIFFG: I do not believe in people being 


penalized without an oprortunity to defend themselves. 
MR. McTAGUG: I agree with that. 


MR. JOLLIFFE: I do think that is a lawyer's 


point of view, and I believe it is a common sense rule. 


MR. JANES: If he was sending out fraudulent 
literature or misrepresenting some stock he might have 


the stock all sold before they could have the hearing, 


MR. JOLLIZVE: How do you know he is guilty 
until it has been gone into and how can it be gone into 


properly unless you hear both sides of the story? 
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MR. DOJNER: One could take that into many 
avenues, as far as that goes, not only the Post Office 


Act. 
THE CHATHVIAN: That is right. 


MR. McTAGUZ: It is very similar to the procedure 
followed in the United States in the case of residents. 


It is really borrowed from that. 
MR. JOLLIFFE: I think it is. 


THE CHAIRMAN: Shall we now adjourn until 10.30 


o'clock tomorrow morning? 


---- The witness temporarily retired. 


---- Whereupon at 4.55 o'clock P.iw., the proceedines of 
this Committee adjourned until Wednesday, August 
29th, 1951, at 10.30 o'clock, A.M. 
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